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INDIVIDUAL AND COLLECTIVE WANTS 


THEO SURANYI-UNGER 


I. THE SHIFTING EMPHASIS IN 
ECONOMIC RESEARCH 


RE the economic problems of the 
A 1940’s essentially different from 
those of the 1930’s? This ques- 


tion seems to be justified with special re- 
gard to World War II, which distinctly 


separated the “peaceful” scientific de- 
velopment of the two decades. It is prob- 
able that the future historians of eco- 
nomic thought—when evaluating from 


a proper perspective the principal 
achievements of economic theory as a 
reflection of the development of econom- 
ic life in the fourth decade of our cen- 
tury—will summarize these accomplish- 
ments in three groups. First, they will 
appraise the theories of imperfect and 
monopolistic competition as an elucida- 
tion of the strife between free competi- 
tion and monopoly. Second, they will 
point out the manifold ramifications of 
the theory of business cycles, which will 
be considered as an echo of the Great De- 
pression and correlated with the progress 
of econometric research. As the most im- 
portant achievement, they will stress 
that third group of theories which sprang 
up in and about Keynesian economics 
and which is an image of the changing 


economic policies of the postdepression 
period. It will be elaborated how deeply 
rooted were these three groups of con- 
cepts in previous epochs of the develop- 
ment of economic thought, and it will be 
admitted that, apart from them, signifi- 
cant contributions to the traditional neo- 
classical approach were made. As com- 
pared with the other two groups, Keynes- 
ian economics had the advantage of 
being an appropriate theoretical founda- 
tion for various measures of economic in- 
tervention on which the governments of 
many countries had to depend during 
World War II. Consequently, Keynesian 
economics became the most momentous 
part of the heritage which the 1940’s re- 
ceived from the economic science of the 
1930'S. 

The economics of the fifth decade of 
our century does not confine its efforts 
to the preservation, further development, 
and reconsideration of this heritage. Our 
science seems to be anxious to extend it- 
self farther, and, by so doing, it seems to 
choose its own central topic, collectiviza- 
tion, as the leading economic problem of 
the 1940’s. In economic research this 
proposition is an old one, whose ante- 
cedents have played an important role in 
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social, political, and economic specula- 
tions ever since the ancient Greek phi- 
losophers. Moreover, it is closely related 
to the economics of the 1930's; the dis- 
cussion of the possible remedies for the 
harmful effects of monopolies and peri- 
odical depressions could not ignore con- 
sideration of measures of collective inter- 
vention, and the Keynesian theory point- 
ed clearly toward the necessity of public 
activities in economic life. Hence, the in- 
creasing interest of economics in ques- 
tions of collectivization, especially since 
the end of World War II, is only one more 
step in the same direction. Nobody would 
contend that the issue between free com- 
petition and monopoly, the dangers of 
another depression, and the equilibriums 
of full and less-than-full employment are 
insignificant aspects of the fifth decade 
of our century. Nevertheless, it seems 
that their importance has been surpassed 
by the weight which the problems of col- 
lectivization have acquired in the eco- 
nomic development and the economic 
theory of this decade. In the foreground 
there are two historical facts which are 
evidently carrying the major share of 
responsibility for this shifting emphasis: 
the unprecedented concentration of col- 
lective forces in the war economy and the 
rapidly rising prestige of the Soviet Un- 
ion, with its system of collective econom- 
ic planning. It is the task of the current 
decade to decide on the rate at which a 
strictly controlled economy should be re- 
converted to a private-enterprise system 
and on the amount of resistance which 
the forces of free competition will be able 
and willing to display in the rest of the 
world against the spreading ideas of 
Soviet collectivist planning. England and 
several countries in Continental Europe 
which are in the orbit of Soviet influence 
seem to be deeply impressed by the ad- 
vantages of collective economic planning; 


with respect to many other countries— 
including America—the problems of this 
system represent a question mark whose 
almost hypnotic influence partially para- 
lyzes productive efforts. 


In the literature of economics consid- 
erable attention has been given to catch- 
ing up with the recent changes in the rel- 
ative importance of practical phenom- 
ena. Broadly speaking, there are three 
general lines along which present eco- 
nomic research seeks to investigate the 
pertinent interdependence of collectivi- 
zation. The first and most popular trend 
tries to evaluate the merits and deficien- 
cies of collective economy by discussing 
some of its ethical and sociological as- 
pects. This is represented by the well- 
known stream of books, pamphlets, and 
articles which have discussed the pros 
and cons of the issue between individual 
freedom and collective planning in a 
manner which does not always keep 
aloof from propaganda. Partially similar 
viewpoints of propaganda are also to be 
found in the second customary approach, 
which places a rather descriptive exami- 
nation of collectivistic planning in the 
foreground. On the highest level, from a 
scientific angle, is that third branch of re- 
search which aims to express the deter- 
minants, the expectations, and the re- 
sults of collective economic planning by 
means of the tools of abstract theory— 
partially also in the form of mathemati- 
cal equations—and then to refer this 
analysis to the various relations between 
price formation, the money and banking 
system, and the distribution of income." 


* Representative of this third branch of research 
are the achievements of F. A. von Hayek (Collectivist 
Economic Planning (London, 1935] and The Road to 
Serfdom (Chicago, 1944]), Barbara Wootton (Plan 
or No Plan [New York, 1935] and Freedom under 
Planning (Chapel Hill, 1945]), Lionel Robbins (Zco- 
nomic Planning and International Order (London, 
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Even this approach, however, prefers to 
look only at the objective quantities as 
they present themselves on the surface 
of economic planning and frequently re- 
frains from digging into the “remote fun- 
damentals” which are more deeply hid- 
den behind the screen of purely scientific 
interest. 

The combined efforts of these three 
trends in research have cuntributed much 
toward clarifying the economic conse- 
quences of collectivization. Yet the pre- 
vailing uncertainty with regard to these 
consequences, both in practical develop- 
ment and in the scientific field, indicates 
that there is ample room for further 
clarification. Moreover, the practical and 
scientific importance of the subject not 
only justifies but even necessitates a 
more systematic and fundamental treat- 
ment. This topic seems to require that we 
reach down to the deepest roots and re- 
consider some of the very bases of eco- 
nomic research. There is no difficulty in 
locating such pertinent starting-points 
in the theory of wants. By basing our in- 
vestigations on them, we may also be 
able to avoid the obvious dangers of that 
frequent attitude which tries to solve 
fundamental economic problems on the 
level of an institutional discussion of 
public policies, without fully utilizing the 
pertinent results of theoretical analysis, 
and which is liable to interfere with the 
sound development of economics by 
widening the gap between its theoretical 
and applied parts. 

As far as the above-mentioned start- 
ing-point is concerned, two of its rather 
striking features have to be stressed. On 
the one hand, the agreement among econ- 


1937]) Joseph A. Schumpeter (Capitalism, Socialism, 
and Democracy [New York, and London, 1942]), Carl 
Landauer (Theory of National Economic Planning 
[Berkeley and Los Angeles, 1944]), and Abba P. 
Lerner (The Economics of Control (New York, 1944)). 
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omists in accepting the fact of human 
wants as the basis of a systematic discus- 
sion of economics is of long standing. 
On the other hand, it is surprising how 
easily and even carelessly any de- 
tailed discussion of this starting-point 
is slurred over by the great majority of 
economists after they have performed 
their traditional lip service to its funda- 
mental importance. 

As to the first feature, a few words 
suffice for its explanation. Since the sub- 
jective approach as propagated by the 
various branches of the neoclassical 
school has enjoyed considerable success, 
it has been rather obvious and simple 
to refer to unsatisfied desires and wants 
as the fundamental motives of all eco- 
nomic activity. There is no other start- 
ing-point from which the transition 
to the concepts of utility, value, and 
price formation would be so logical and 
convenient. Even in the era between the 
two wars when the whole theory of value 
became “‘moribund” and when marginal 
utility was attacked by its young rival, 
the marginal rate of substitution, the 
process of evaluation could not be elimi- 
nated from the logical range of economic 
considerations. Consequently, the phe- 
nomenon of human wants had likewise to 
be retained as the basis of all comprehen- 
sive and systematic discussion. 

More involved and, on principle, of 
greater significance is the background of 
the second feature mentioned above. The 
majority of economists try to justify the 
rather short and summary way in which 
they refer to human desires and wants 
on the grounds that it is the task of psy- 
chology to analyze and to explain their 
origin and nature. In this respect they 
are undoubtedly right; this analysis and 
this explanation are highly controversial 
topics even for the professional psycholo- 
gist because they have to deal with some 
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of the very fundamental problems of hu- 
man nature. Consequently, it is only just 
and right that economists choose to refer 
the psychological aspects of human 
wants to the proper experts, who are bet- 
ter equipped for such discussion. 
However, is it correct to assume that 
all essential aspects of human wants 
whose scientific analysis seems to be im- 
portant are of a psychological nature? In 
the nineteenth century there were several 
authors who were courageous enough to 
answer this question in the negative. It 
was the era when ambitious economists 
tried to construe schedules and sequences 
of wants as to their urgency and impor- 
tance. The result was not only a more or 
less hazy distinction between wants for 
necessities and for luxuries—with sev- 
eral intermediate cases strongly reminis- 
cent of the classification according to the 
impensae necessariae, utiles, and volup- 
tuariae in Roman law—but also attempts 
to construct a detailed and elaborate 
enumeration and to set up a relative 
evaluation of the various wants within 
these classes of importance. Neverthe- 
less, the futility of all such attempts soon 
became evident; it was easy for the critics 
to prove that no absolute validity could 
possibly be attributed to any of those 
schedules of wants. Ever since, it seems 
to have been generally accepted that 
their relativity is not only a function of 
time and space but also of the differ- 
ences among individuals in terms of taste 
and social attitude. In consequence, eco- 
nomics was brought back to the thresh- 
old of highly psychic considerations 
where it seemed to be necessary to refer 
the whole subject, for further examina- 
tion, to psychology and other branches of 
the social sciences. At this point, econo- 
mists were apparently more than glad to 
be relieved of the subject in question, 
soon even assuming an attitude whereby 








they stigmatized as unscientific any at- 
tempts at a systematic discussion of the 
schedule of wants. This attitude resulted 
in another powerful motive favoring an 
easy slurring-over of the problem of 
wants, especially by those economists 
who wished assurance that they would 
not be criticized as uninitiated laymen. 
Yet, it must be emphasized that part of 
the pertinent psychological issues has 
been implicitly absorbed by and incor- 
porated in the wide scope of the modern 
theory of price. Price formation has ac- 
cordingly been connected with the prob- 
lem of want schedules. 


The traditional way in which the 
major part of the theory of wants has 
been virtually thrown overboard—be- 
cause many of its aspects can be better 
discussed by psychologists and because 
the institutional investigation of its eco- 
nomic relations has not been quite satis- 
factory—seems to have been too hasty 
and not sufficiently well based. The his- 
tory of economics abounds in examples 
which prove that the inadequacy of the 
institutional method of research does not 
necessarily exclude from the range of eco- 
nomic analysis the problems at hand. In 
such cases the purely formal approach of 
research has frequently been highly suc- 
cessful. In fact, it has been one of the 
great achievements of our current ab- 
stract economic analysis that it has over- 
come obstacles of considerable magni- 
tude in several fields where institutional 
research had reached an impasse. Fre- 
quently it has even opened new perspec- 
tives of research which, in turn, succeed- 
ed in helping the institutional aspect to 
break its own deadlock and to continue 
its work along new and more efficient 
lines. Achievements of this kind are espe- 
cially significant in view of the old-fash- 
ioned attacks of the adherents of the ap- 
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plied method on the alleged unproductiv- 

ity of “formalistic” trends in economics. 
The attacks are evidently justified in so 
far as they are directed at abstract spec- 
ulations which cannot possibly lead to- 
ward a fruitful co-operation with the ap- 
plied methods or which are purposely de- 
signed to be aloof from the solution of 
any practical problems. But wherever 
there is a chance for co-ordination, both 
approaches should be tried out and fully 
exploited for the common goal, the ad- 
vancement of knowledge. In this sense, 
collaboration by no means implies the 
desirability of a careless intermingling of 
the two methods, which may well cause 
more harm than good. Here we should 
recall the well-known “textbook style” 
of those economists who are inclined to 
overemphasize the elucidation of their 
arguments by a more or less slipshod ac- 
cumulation of “examples.” The easy at- 
titude, usually at work in this instance, 
too frequently results in an overcrowding 
of scanty theoretical statements by a 
maze of spongy institutional material 
and, consequently, in frustration in ap- 
plying both the institutional and the 
analytical method. By logical sequence, 
neither of the two methods is able to 
reach a degree of clarity which could be 
stable enough to form a basis for their 
productive co-operation. Instead, a logi- 
cally clear-cut segregation should be ap- 
plied with a consistent synopsis of the 
respective results. 

It is in this sense that a segregated dis- 
cussion of the formal and the institution- 
al aspects of human wants seems to be 
necessary in order that we may attain a 
more systematic understanding of the 
economic problems of collectivization. In 
other words, a formal analysis of wants, 
systematically carried through, is also 
expected to facilitate considerably some 
of the pertinent institutional trends of 
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research. The first task is to examine, 
from a formal viewpoint, those social 
transformations which result in a grad- 
ual extension of collective wants at the 
expense of individual wants. Termino- 
logical issues concerning the “collective” 
and the “individual” quality of wants, 
the possibility of substituting these two 
kinds of wants for each other, the rate 
and direction of transformation, and the 
relative size of both the individual and 
the collective sector of the economy have 
to be clarified at this stage. As a separate 
step, it is clearly necessary to discuss the 
institutional content of the various kinds 
of wants, to explain their historical de- 
velopment, and to evaluate their differ- 
ences in space. Incidentally, this second 
step might even open new perspectives 
for a more adequate cognizance, with re- 
gard to their general schedule, of at least 
one important group of human wants. 
Here economic research might make fur- 
ther progress in spite of some discourag- 
ing aspects of previous frustration, which 
were largely due to a lack of harmony in 
the application of the abstract and the 
institutional methods. It is considerably 
easier to construct a schedule of collec- 
tive wants, and to claim for it a certain 
extent of generality, than to defend the 
general validity of any sequence of in- 
dividual wants. Consequently, it will be 
profitable to discuss on such a theoretical 
basis the economic relations of collec- 
tivization and the reverse process, “re- 
privatization,” which we may consider 
as the most significant economic prob- 
lems of the 1940’s. Yet the way to such 
an institutional inquiry must first lead 
us over the gradient represented by a 
purely formal examination of the inter- 
relationships of individual and collective 
wants.’ 


* The author’s earlier attempts to elucidate these 
institutional and formal viewpoints are to be found 
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II. INDIVIDUAL WANTS AND PRIVATE 
ENTERPRISE 


Our discussion of human wants will be 
based on a restriction and on an assump- 
tion. The basic restriction will limit our 
analysis to the purely economic aspects 
of human wants; the fundamental as- 
sumption will permit us to consider a con- 
tinuous growth of wants as the general 
case. 

Both the restriction and the assump- 
tion are of a highly problematical and 
controversial nature. As to the solely 
economic aspects of human wants, it is a 
well-known fact that for all wants the 
process of development between origina- 
tion (or formation) and termination (by 
satisfaction or by fading) can be divided 
into two distinct sectors. The first refers 
to the subjective phenomena within the 
human mind which bring about desires 
and perceive the absence of their object; 
the second comprises all relations be- 
tween wants as results of a psychic proc- 
ess and the quest for suitable objects of 
their satisfaction. Consequently, the 
first phase contains only psychic consid- 
erations and has no direct bearing on the 
outside world, although it might be con- 
nected with it by manifold, rather indi- 
rect, interrelations and interdependences. 
As an object of research, this sector be- 
longs to the field of psychology, and it 
should be examined by the appropriate 
psychological methods before being dis- 
cussed in the domain of economic theory. 
Here the economist is fully justified in 


in several articles and in the following three books: 
Economic Depressions (in Hungarian) (Budapest, 
1920), Fundamentals of Economic Policy (in Hun- 
garian) (Budapest, 1927), and Weltwirtschafts politik 
im Entstehen: Beitrige sur Lehre von den Gemeinbe- 
diirfnissen (Jena, 1933). The author is indebted to 
Professor John Maurice Clark of Columbia Univer- 
sity and to Professor Carl R. Bye of Syracuse Uni- 
versity for valuable criticisms in the preparation of 
this paper. 


waiving his competence in favor of the 
psychologist and in looking to the latter 
for a proper clarification of concepts 
which can be adapted to economic rea- 
soning only in such a competently clari- 
fied form. The second sector deals with 
relations by which the individual is di- 
rectly connected with the outside world; 
it comprises the interdependence of more 
or less definite wants as the end product 
of an intricate psychic process and the 
possible or given means for their satis- 
faction. In this second sector the main 
emphasis is on those relations to the out- 
side world which pertain to the objective 
possibilities of the gratification of wants. 
It is here that the individual concen- 
trates on the possession and adaptation 
of economic goods; his ultimate aim is to 
gratify his wants in this way. They ap- 
pear here in a quasi-objective form be- 
cause we stress only their correlation 
with the objective world of goods. 

There is obviously a considerable 
amount of overlapping between the two 
sectors, since the subjective formation of 
wants and the objective possibility of 
their gratification permanently influence 
each other in many different ways. It 
would be futile to look for any clear-cut 
boundaries between the two fields. Nev- 
ertheless, for the purposes of economic 
reasoning, a workable distinction can be 
made between them by viewing the first 
as an aggregate of mainly subjective or 
psychic processes and by relating the 
second to the objective aspects of goods 
and to their properties pertaining to hu- 
man wants. 

Our subsequent discussion of human 
wants will be limited to the second sector, 
i.e., to the rather objective aspect, which 
looks at goods as the means of satisfac- 
tion. Since the relative scarcity of such 
means is a necessary condition of all sorts 
of economic phenomena, sacrifices and 
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satisfactions will consistently be linked 
in our investigations. Our main interest 
will be directed toward a weighing and 
comparing of commensurable magni- 
tudes in terms of sacrifices and satisfac- 
tions related to their respective objects, 
i.e., to economic goods and services. This 
is the initial restriction which it seems 
appropriate to make when tackling the 
problems of collectivization and repriva- 
tization from the angle of human wants. 

As mentioned above, our basic as- 
sumption is a direct corollary of this re- 
striction. When we look at the quantita- 
tive discrepancy between human wants 
and the means of their gratification, it is 
obvious that attempts at a solution can 
either try to cut down the wants or stress 
the necessity of increasing the quantity 
of means. Working at the same time from 
both directions does not contribute any 
genuine or essentially different method 
toward the solution of the fundamental 
economic problem. As to the first meth- 
od, it cannot be denied that the ascetic 
suppression of wants and the endeavor 
to diminish their quantity and/or to sim- 
plify their quality has proved to be an 
efficient way of solving economic diffi- 
culties; it would be easy to cite many 
examples? of a great spatial and temporal 
variety in order to verify and to specify 
empirically its efficiency. Yet the same 
examples would necessarily indicate that 
the more emphasis one puts on a reduc- 
tion of wants in order to solve the funda- 
mental economic problem, the nearer one 
gets to a stationary or even a retrogres- 
sive stage of material development. In 
fact, it is the assumption of such an 
ascetic attitude which is largely respon- 


3 After World War I, as well as after World 
War II, the peoples of the defeated countries had 
to undergo a process of reducing and simplifying 
their wants, which had to be brought into a new 
equilibrium with the decreased wealth of those 
countries. 


sible for the slowing-down and the stop- 
ping of the progress, or even for the de- 
cadence, of the material prosperity of 
smaller or larger communities, whole na- 
tions, and vast areas of civilization. The 
prevailing attitude in the medieval era of 
our Western civilization and the typical 
mind which is still ruling over the major 
part of the Far East are cases in point. 

It is precisely by the gradual shedding 
of this ascetic attitude that Westerniza- 
tion of the East has been taking place, 
it being a characteristic property of 
Western civilization to improve the 
quality and to increase the quantity of 
means—instead of reducing the wants— 
when striving against the basic discrep- 
ancy between wants and means. The 
great metamorphosis of the West was 
the essential achievement brought about 
by the Enlightenment of the seventeenth 
and the eighteenth centuries; it amount- 
ed to a final elimination of the aftermath 
of medieval culture and to the advent of 
the white man’s material hegemony over 
the globe. When examining the nature of 
human wants, we shall look at them from 
the prevailing Western angle of believing 
in and approving of their continuous 
qualitative and quantitative growth. In 
other words, we shall assume that human 
wants are continuously growing. Accord- 
ingly, it is the dynamic aspect of analyz- 
ing time series which has to be placed in 
the foreground instead of dependence on 
the static method of examining a station- 
ary structure of wants and satisfactions. 
We do not refer our argument to spiritual 
welfare or to any broader interpretation 
of human happiness.‘ 


4 Nor do we propose to make any strict distinc- 
tion between wants and needs. In fact, these two 
terms are used interchangeably not only by the 
man in the street and by businessmen but also by 
the great majority of economists. Frequently, even 
desires are not distinguished from wants and needs. 
Typical of this usage is the following sentence of 











It must be made completely clear that 
the subject of human wants is always the 
individual. By referring to our basic re- 
striction, we may here discard those 
rather complicated relations by which 
desires are originated and developed into 
wants within the psychic processes of 
the individual. We realize that our desig- 
nation of the individual as the only sub- 
ject of wants, in the strict sense of the 
word, may be questioned from some of 
the more subtle viewpoints of psychol- 
ogy; even the individual subjectivization 
of wants is not beyond the range of 
meticulously skeptical criticism, which, 
nevertheless, does not pertain to our sub- 
sequent economic reasoning. In other 
words, however questionable and even 
hazy the purely psychological aspect of 
the interdependence which results in an 
individual’s becoming the “subject” of 
wants, the only rational starting-point 
in the present context is the basic form of 
individual human wants. We must ex- 
amine, on the other hand, how individual 
wants may be influenced in the course of 
their dynamic development by social and 
collective factors. 

From the viewpoint of social develop- 
ment, the most primitive form is repre- 


Alfred Marshall: “Human wants and desires are 
countless in number . . . but every step in his [the 
uncivilized man’s] progress upwards increases the 
variety of his needs” (Principles of Economics 
[8th ed.; London, 1925], p. 86). Sometimes needs are 
meant to indicate a higher degree of urgency or 
stringency than wants, or they are assigned a more 
practical meaning. Cf. the statement: “The air 
we breathe satisfies an absolutely essential need, 
without a thought on our part. But a large range 
of human wants cannot be satisfied without effort. 
... Forces and properties must be adapted to our 
needs before our wants can be satisfied” (F. B. 
Garver and A. H. Hansen, Principles of Economics 
[rev. ed.; Boston, 1937], p. 23). As far as the urgency 
of satisfaction is concerned, the argument usually 
leads along the customary lines of neoclassical 
economics to an analysis of Gossen’s two laws; in 
the present context we do not intend to follow the 
trend of this argument. 
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sented by the pure individual wants 
which the individual has only as a physi- 
cal being and which he would have even 
if he were entirely isolated from all other 
individuals. Such would be the wants 
of a primitive Homo naturalis as contrast- 
ed to the Homo socialis to whom we are 
implicitly referring whenever discussing 
human behavior in the economic field. 
Consequently, the pure individual wants 
are of slight importance for our present 
analysis. 

In principle their significance could 
be viewed from three different angles. 
First, from a strictly historical stand- 
point, they might be considered the old- 
est human wants although, even then, 
it would require a rather vivid imagina- 
tion to conceive of the most primitive in- 
dividual as being entirely out of touch 
with and uninfluenced by other individ- 
uals. Even in the oldest history of sav- 
ages or in prehistoric ages, it would be 
manifestly difficult to find any number 
of such individuals which would be worth 
mentioning. Many savages were or are, 
in fact, more socially minded than mod- 
ern civilized men. In the field of abstract 
research, however, it might be quite il- 
luminating to examine such a hypotheti- 
cal primitive stage of human wants and 
to refer it—from a second possible view- 
point—even to the present economic be- 
havior of any individual, if he were en- 
tirely cut off from all relations to other 
individuals. The resulting theory would 
undoubtedly be rather remote from real- 
ity. Third, pure individual wants repre- 
sent a limiting case also in a more real- 
istic or applied investigation, when we 
are interested in exploring the minimums 
of practically operative interdependence 
among individuals and among their 


5 E.g., the most primitive wants for food, cloth- 
ing, and shelter, as examined in detail by nine- 
teenth-century economics. 









INDIVIDUAL AND COLLECTIVE WANTS 9 


wants or when we are trying to inquire 
into any decreasing tendency of such in- 
terdependence. Yet it is obvious that 
this is not the usual trend of human de- 
velopment and that it would fit only ex- 
ceptionally retrogressive intermezzos. 


Our assumption of a dynamic growth 
of human wants implies the progressive 
intensification of a mutual influence 
among the wants of individuals. In fact, 
all kinds of social relations originate only 
where there is such a mutual influence, 
and “social life” is virtually an expres- 
sion of the aggregate and integrated ef- 
fects of the mutual influences. In the 
course of “social” development, human 
wants gradually shed their purely indi- 
vidual form or, more accurately, they 
become increasingly different from what 
hypothetically might once have been 
their solely individual origin; they be- 
come more and more infiltrated with so- 
cial elements, which result from the pro- 
gressive quantity of interindividual rela- 
tions. The more numerous, the more 
manifold, and the more intensive the 
social ties become, the more decisive will 
be the weight and the significance of so- 
cial considerations in the structure of hu- 
man wants. In other words, the motive 
force of social development is the gradual 
growth of interindividual features in the 
composition of wants. These interindivid- 
ual (i.e., social) features are evidently 
much more important for economics, as 
a branch of the social sciences, than the 
intraindividual processes of the above- 
mentioned psychic implications, which 
mark the way from human desires to- 
ward the shaping of human wants. In 
psychology the emphasis is on the intra- 
individual aspects of human wants, while 
economics prefers to concentrate on the 
dynamics of their interindividual devel- 
opment. Just where exists the border 


line of social infiltration beyond which it 
seems to be justified to speak of “social 
wants” is a matter of taste or of rather 
arbitrary choice. It is obvious that this 
indeterminacy of the border line refers 
only to one category of social wants 
while, with regard to another category, 
the whole question of border lines is ir- 
relevant. The difference here lies between 
the relative and the absolute social 
wants, and it is important to make this 
distinction. 

Those social wants may be called rela- 
tive which have a hypothetical root and 
an actual limiting case in corresponding 
pure individual wants and concerning 
which it is justifiable to speak of a greater 
or lesser degree of social infiltration.* 
Relative social wants are manifestly the 
results of a gradually growing interin- 
dividual transformation of wants which, 
nevertheless, could even be conceived of 
as pure individual wants. Some have ac- 
tually grown out of at least quasi-pure 
individual wants, while, with regard to 
others, similar wants, which are nearer 
to the pure individual type, are not only 
hypothetical roots but exist as parallel 
and concurrent phenomena. Concerning 
the latter subgroup, we may say that 
there is no need to search the past in or- 
der to meet them in a “less social” form 
because, even at present, they are oc- 
curring in forms which show various lev- 
els of social infiltration; in the limiting 
case they might even currently occur in 
the shape of quasi-pure individual wants. 
It all depends on the extent to which 
their subjects are influenced by social 
considerations when attempting to satis- 
fy them. In this respect, tradition, con- 
vention, prejudice, pride, ostentation, 

* Using a fork or a spoon, wearing more or less 
“fashionable” clothes, or living in the “usual” or 
“customary” type of buildings are steps of social 


infiltration, and they result, accordingly, in relative 
social wants. 
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independence, generosity, extravagance, 
or avarice may play a more or less impor- 
tant role. The series of these and similar 
sociopsychic factors, by which the direc- 
tion and the rate of social infiltration is 
determined, could easily be continued 
and discussed in detail. Such a discus- 
sion, however, is rather the task of psy- 
chology, anthropology, history, sociol- 
ogy, statistics, political science, law, and 
of several other social sciences in the 
broader sense of the word. For econom- 
ics the factors in question present them- 
selves as parameters in the system of 
equations describing the network of 
roads leading from primitive isolation, 
through the medium of developing hu- 
man wants, toward social integration. 
Although this development may be 
considered continuous, it need not be 
monotonic. In other words, as a conse- 
quence of temporary ups and downs, it 
may assume the wavelike shape of sine 
curves of any order, parametrically 
skewed or distorted by either the above 
subjective factors or by any of the neces- 
sarily co-operative objective factors of 
the institutional circumstances. From a 
dynamic angle, various effects of hyster- 
esis may be caused by time lags which 
inevitably emerge from the development 
in question. The ups indicate an in- 
creased rate of social infiltration, while 
the downs may be interpreted as tem- 
porary relapses toward primitive isola- 
tion or as more or less ephemeral rever- 
sions toward social disintegration. Yet 
it has to be noted that differentiation in 
the Spencerian sense is not necessarily 
marked by negatively sloping sections of 
our curves; it might even bring about a 
considerable amount of further social in- 
filtration by giving birth to different and 
new wants with implicit intraindividual 
roots but with explicit and intricate in- 
terindividual ramifications. 


The upper limiting case of social in- 
filtration in the above sense consists of 
those human wants which have no actual 
roots in and no direct reminiscence of 
pure individual wants, which could not 
occur even in a more primitive form with 
the isolated individual, which have only 
social elements, and which, consequently, 
may be termed absolute social wants.’ 
Directly, they are the offspring of exclu- 
sively social considerations; pure individ- 
ual wants, nevertheless, may be among 
their antecedents of the second or higher 
degree, which play only a subordinate 
role in the more or less remote back- 
ground of indirect reminiscences. Mani- 
festly, absolute social wants are indica- 
tive of an advanced stage of social inte- 
gration. The more progressive the posi- 
tive social development is, the more im- 
portant and the more numerous the ab- 
solute social wants will be. In the course 
of this development a point may be 
reached beyond which they outweigh, in 
terms of aggregates, the significance of 
the relative social wants. They may do 
so not only with regard to any individual 
but also with regard to any social groups 
as entities or wholes. On a rather ad- 
vanced level of the development in ques- 
tion, the major part of the marginal items 
of social integration is probably allocated 
to further contributions toward absolute 
social wants, while only a minor share of 
the pertinent marginal acts is usually 
absorbed within the scope of relative so- 
cial wants. 

In this sense two subsequent stages or, 
at least, two concurrent phases of social 
infiltration may be stated: the primary 
social infiltration mainly emphasizes and 
works at relative social wants; while the 
brunt of the secondary social infiltra- 
tion, or of social integration in the proper 


? Wants for distinction, recognition, excellence, 
social security, or power are cases in point. 
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sense, is borne by the creation, intensifi- 
cation, and accentuation of absolute so- 
cial wants. Between the two spheres any 
amounts of overlapping may easily oc- 
cur, and not only the primary but also 
the secondary social infiltration may 
show a polytonic curve. Yet the secular 
trend of the curve or of the system of 
curves is positively sloped in both cases 
because in the functional background of 
both of them the motive forces of West- 
ern civilization and of its various factors 
—mostly the above-mentioned para- 
metrical constants—are evidently act- 
ing. An analysis of these constants, with 
regard to their more or less different 
shapes and significance in the two 
spheres, would largely transgress the 
scope and the limits of economic re- 
search. For economics they are just con- 
stants, i.e., they are accepted by it as 
given results of research in other fields 
of social sciences. 


At this point it seems to be appropri- 
ate to refer to the much abused term 
“socialization” which appears with ap- 
pallingly diversified and confused mean- 
ings not only in the vocabulary of the 
man in the street but also in the allegedly 
refined technical language of economics. 
In the past few decades its most popular 
usage has identified its meaning with the 
expropriation by the community of pro- 
ducers’ goods, such as whole productive 
plants or branches of industry, etc. If the 
expropriating community happens to be 
a state or a “nation,” then the term so- 
cialization, in this inaccurate sense, is 
frequently used interchangeably with 
“nationalization.” It will be shown be- 
low that such a terminology is wholly un- 
warranted and thoroughly inacceptable. 
The only conceptually accurate choice of 
words is to designate by socialization the 
above-discussed process of social infil- 


tration or integration, which has its core 
in the social transformation of human 
wants and thence emanates over a wide 
range of social interdependence.* Its 
virtual expansion over the whole scope 
of economic institutions is a clear-cut 
effect of what we may call the primary 
and the secondary socialization of wants. 
Yet when we mention the socialization 
of wants, of any other economic factors, 
of the whole economic system, or of hu- 
man life in the broadest sense, this term, 
properly used, should always refer to the 
gradual shift from purely individual to- 
ward solely social forms, as defined 
above with reference to the dynamic de- 
velopment of human wants. 

The reciprocal of socialization is in- 
dividualization. It means the process of 
reconversion, in the course of which cer- 
tain elements of a social nature are elimi- 
nated. With regard to human wants it 
indicates the process which leads to a re- 
newed approximation of pure individual 
wants by eliminating some of the social 
features of the relative social wants and 
by suppressing a greater or lesser part of 
the absolute social wants.° 

* Accordingly, it is inaccurate to speak of a 
socialization—instead of a  collectivization or 
nationalization—of mines or railroads. An example 
of the correct usage of the term is given by J. M. 
Clark, “The Socializing of Theoretical Economics,” 
in The Trend of Economics, ed. R. G. Tugwell 
(New York, 1924), pp. 73 fi. The terminology of 
J. M. Keynes when referring to a “socialisation of 
investment” or to “socialising economic life” (The 


General Theory of Employment, Interest and Money 
[New York, 1936], pp. 378 and 379) is inaccurate. 


* Although the individualization of wants—e.g., 
eating better and more nourishing food than before 
but in a “lower class” restaurant or wearing clothes 
which better suit the climate but are less stylish— 
may be rather similar to the above-mentioned 
ascetic simplification of wants, there is still a marked 
difference between these two categories. Undoubted- 
edly, in the great majority of pertinent cases, simpli- 
fication means also individualization. It may hap- 
pen, nevertheless, that while wants are simplified 
they are also socialized. The want for extravagant 
and expensive solitary traveling may be simplified 
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The development of economic life may 
be viewed as a function of the various 
factors whose time series are composed of 
processes of socialization and individual- 
ization, the prevailing secular emphasis 
being on the former. Both the limiting 
cases—the pure individual wants as well 
as the same absolute social wants—may 
be considered hypothetical extremes, 
especially if we want to be meticulously 
accurate and to overstate the actual sig- 
nificance of the indirect, and more or less 
remote, relationship between absolute 
social and pure individual wants."® The 
hypothetical character of the two limit- 
ing cases implies that in economic reality 
their actual significance is indeed scant. 
All the more important is the long range 
of in-between cases comprising innumer- 
able shades of quasi-pure individual, rela- 
tive social, and quasi-absolute social 
wants, as they present themselves to the 
observer in reality. It is with regard to 
these in-between situations that the 
question of their mutual shifts, their in- 
terchangeability, and their substituta- 
bility emerges and acquires considerable 
importance both in economic life and in 
economic research. But the backbone of 
the functional relations in discussion is 
those parametrical constants to which 
we have referred above and on which we 
have to depend when trying to make spe- 
cific any system of general equations in 
this field. 

In order to avoid possible misunder- 
standings, it must be stressed that all 
types of wants thus far surveyed are in- 


and also socialized by transforming it into a want 
for short walks or rides with relatives and friends, 
in the usual and customary way. 


* Even such a clear-cut case as the absolute 
social want for power may be referred, though in a 
rather forced and indirect way, to the pure indi- 
vidual want for controlling the means which are 
needed in order to secure one’s food, clothing, or 
shelter. 





dividual wants in the strictest sense and 
irrespective of the extent to which they 
happen to be socialized (i.e., infiltrated 
with social considerations). In other 
words, no matter whether we look at 
relative or even absolute social wants, 
their direct subjects are just as much in- 
dividuals as in the case of pure individ- 
ual wants. It would be illogical and ab- 
surd to make any hypothetical assump- 
tion referring social wants to “society” 
or to any body social as their subject. 
Their sole meaning is that their subject, 
the individual, considers social factors, 
to a greater or lesser extent, when evalu- 
ating the means which might lead to 
want satisfaction. From this angle, even 
the number of individuals who are the 
subjects of any social want is irrelevant. 
It might be illuminating to distinguish 
between particular (peculiar or special) 
social wants, on the one hand, and gen- 
eral or universal social wants, on the 
other, according to the empirically de- 
termined volume of their occurrence, and 
to point out the manifold transitional 
cases between the two extremes.” It has 
to be stressed that even in the extreme 
case of universal social wants, it is only 
individuals who are their direct and ex- 
clusive subjects, no matter how great the 
number of such individuals happens to 
be. Nevertheless, for the present argu- 
ment, the condition of universal occur- 
rence is rather important, because it 
lends itself well as a transition to an- 
other fundamental category of human 
wants. 

It is essential for the entrepreneur, 
who has to estimate the present and the 
future market demand for his produce, 
to be able to survey and to evaluate 

*t Nero’s particular want for nightingales’ tongues 
and the universal want for air and water represent 
the two extreme limits, while the wants for oranges 


in London, for theaters in New York, or for neckties 
in Rio de Janeiro are somewhere near the middle. 
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these various types of individual wants. 
For him, of course, it will be a decisive 
question whether they are particular or 
rather universal, that is, how widely 
spread they are and where they fall be- 
tween the two extreme cases. Moreover, 
he will also have to pay attention to the 
other phases and stages of the social pen- 
etration of individual wants before try- 
ing to estimate their relations to the 
available purchasing power, because 
these relations are pertinent factors un- 
derlying the market demand for his 
products. In the traditional structure of 
capitalistic economy it is private enter- 
prise’s responsibility to provide most of 
the goods and services for the gratifica- 
tion of individual wants. Conventionally, 
there seems to be little doubt that it is 
the private entrepreneur who has to 
shoulder the burden of the risk and un- 
certainty of capitalistic production—in 
so far as it is aimed at satisfying individ- 
ual wants—because the market demand 
which is based on them is supposed to be 
sufficiently dependable to promise a sat- 
isfactory compensation and profit to the 
private enterprise. A similar assumption 
could hardly be made concerning the pre- 
capitalistic era or with regard to certain 
recent developments, which have 
brought about another way of looking at 
human wants and their gratification. 
With this shift in basic attitudes the 
functions of private enterprise relative to 
want satisfaction have also largely 
changed. 


Ill. COLLECTIVE WANTS AND 
COLLECTIVIZATION 


The fact that two or more individuals 
have the same kind of want may estab- 
lish a social connection between them, 
the character of which will largely de- 
pend on the nature of the want or wants 
which they have in common, as well as on 
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temporal and spatial factors” of the in- 
stitutional circumstances. The relative 
weight and the degree of satisfaction" 
of the common want necessarily have 
some bearing on the importance of the 
connection between its subjects. Gener- 
ally speaking, the greater the relative 
weight of the common want and the 
greater the urgency of its satisfaction, 
the stronger will be the social ties in 
question. Also, rather significant for this 
connection is the number of the individ- 
uals linked to each other by the common 
want. From the viewpoint of the individ- 
uals concerned, their bond might be the 
more intimate and even the more inten- 
sive, the smaller their number; from the 
viewpoint of the society as a whole, nev- 
ertheless, it is evident that the impor- 


12 As far as the time factor is concerned, the most 
obvious case is the temporal coincidence of com- 
mon wants. But such a coincidence is only a suffi- 
cient, not a necessary, condition. Social connec- 
tions between individuals likewise may be based on 
a similarity of wants which occur at different 
moments or periods of the past, of the present, and 
of the future; the reminiscence of past experiences, 
in terms of want satisfaction, and the expectation 
or anticipation of future wants, with regard to simi- 
lar past, present, or future wants of other indi- 
viduals, may constitute significant social ties. Con- 
cerning the past, we may refer to the more or less 
heavy backlog of common reminiscences and tra- 
ditions which usually follows the stream of inter- 
national! or intranational migrations and maintains, 
at least for a while, a social link between the immi- 
grants and the people “at home.” With respect to the 
future, occupational ambition, social aspiration, or 
mere snobbery might be factors as important as 
any other forward evaluation of future satisfactions, 
involving due allowance for the rate of time dis- 
count. Although technological improvements, espe- 
cially in the field of transportation and communica- 
tion, have greatly diminished in this respect, the 
significance of the spatial factor, neighborhood and 
other geographical conditions, may still considerably 
influence the formation of common wants. 


3 This relative weight depends on the absolute 
amount of means which must be allocated to the 
gratification of the given want in order to reach a 
proportional satiation, or equilibrium, of the whole 
schedule of wants, according to the second law of 
Gossen. The importance of the given degree of satis- 
faction refers to the first law of Gossen. 
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tance of any association which is based 
on common wants is the greater, the 
larger the number of individuals par- 
ticipating in it. 

Consequently in this respect the most 
ponderous wants are those which most 
nearly approach the extreme case of the 
above-mentioned universal wants.'4 Such 
wants, on the other hand, need not be of 
the highly socialized type; in principle 
they might contain but few social ele- 
ments or they might even appear in a 
quasi-pure individual form. Yet in the 
great majority of practical cases the 
widespread occurrence or (even more so) 
the universality of the same kind of hu- 
man wants is the outgrowth of common 
habits, traditions, or conventions by 
which such a common attitude is stressed 
and which are important factors in the 
socialization of the wants concerned. 
Natural circumstances are undoubtedly 
significant in bringing human wants to 
a common denominator. However, this 
function is only likely to determine the 
common character of wants within rather 
broad limits and to leave a wide scope for 
the free play of individual tastes and 
other preferences. The standardization 
of preferences within this scope, i.e., the 
final and economically essential elimina- 
tion of individual differences, is even in 
such cases usually the achievement of 
the above social factors through the so- 
cialization of wants. It may therefore be 
stated that, in real economic life, com- 

™ Nevertheless, there is a clear difference between 
universal wants and common wants. The former 
indicate a widespread condition of wants and a great 
number of their subjects, while the latter emphasize 
the connection between individuals, as a function 
of the similarity of their wants. Accordingly, com- 
mon wants may mean more, or they may mean less, 
than universal wants: more, on account of the addi- 
tional condition of community ties; less, with re- 
gard to the fact that common wants need not have 
many subjects. As a limiting case, even as few as 


two individuals may constitute a community, 
namely, a community of interests. 
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mon social wants are by far the predomi- 
nant phenomena. 

So far, we have concentrated on a 
classification of the various types of 
wants only with respect to their being 
more or less socialized, without regard 
to the means and ways of their gratifica- 
tion. At this point further distinctions 
must be made. The great majority of hu- 
man wants can be satisfied individually, 
that is, exclusively for their subjects and 
independently of corresponding satisfac- 
tions for other individuals. In fact, this 
is the fundamental case which we usually 
have in mind whenever discussing the 
gratification of wants. Particular or spe- 
cial wants, in the strict sense, cannot be 
satisfied in any other way. Yet when 
there are two or more subjects having the 
same kind of wants, the possibility 
emerges that more than one individual 
will necessarily profit by any act of want 
satisfaction, no matter how individually 
and to what extent exclusively such acts 
might be aimed. In other words, gratify- 
ing the want of one individual might also 
automatically and ipso facto render satis- 
faction to the similar want of other in- 
dividuals. It might even be more or less 
impossible to sever and dissociate such 
want satisfactions for a plurality of in- 
dividuals, in which case we may indicate 
group wants. The size of the group 
might grow in parallel with the increas- 
ingly universal character of the wants in 
question, although there need be no pro- 
portionality between them. Neverthe- 
less, it is probable that not only common 
wants but also group wants are the more 
important, the more nearly universal 
they are." 


*s On the other hand, there are group wants which 
are not universal wants, e.g., when the group in 
question is small. All group wants necessarily are 
common wants, because the group character estab- 
lishes a sufficient communal connection between the 
subjects of such wants. In other words, group wants 
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Generally speaking, even those com- 
mon wants whose gratification neces- 
sarily involves a plurality of individuals 
(group wants) may be satisfied by the al- 
location of the means of any individual 
who is inside or outside the group, i.e., 
by private means.” The allocation of 
such means to the want satisfaction may 
also be done by two or more individuals, 
without any intentional co-operation or 
concerted planning, although necessarily 
to the benefit of all members of the group. 
But there are obvious cases in which it is 
not likely that group wants will be grati- 
fied in such a way, namely, by a volun- 
tary, independent, or at least noncon- 
certed allocation of private means. The 
reason for the unlikelihood will be rooted 
in an actual or alleged discrepancy be- 
tween the utility and disutility consider- 
ations in question; the meaning and the 
varieties of such possible discrepancies 
will be discussed below. Wherever the 
discrepancies occur, some kind of con- 
certed action is needed for the want sat- 
isfaction. Concerted or collective forces 
must be mobilized; the group must be or- 
ganized along the lines of a planned co- 
ordination of utilities and disutilities, or 
sacrifices, in order to surmount the 
difficulties involved in the original dis- 
crepancies under discussion and to pro- 
vide an appropriate want satisfaction for 
the whole group. These group wants 
which cannot be gratified without such 
a collective action, or which can best be 
satisfied by it, may be termed collective 
wants; and by collectivization’? we mean 


are a species of common wants but not of universal 
wants. 

‘6A bridge within the limits of a town, which 
serves solely the intra-urban traffic, may be donated, 
or built and maintained, either by a resident of the 
town or by any outsider. : 

*7 We may indicate a collectivization of the want 
for the above-mentioned bridge and, accordingly, 
the formation of the collective want for a bridge, 


the positive growth and spreading of 
collective wants. 

Yet with regard to the subject of 
wants, it must at once be stressed that 
this terminology has only a figurative or, 
more accurately, hypostatical meaning: 
we are only hypostatizing the “‘collectiv- 
ity” as the subject of “collective” wants. 
Actually, also, the subject of such wants 
is only the individual and not a collectiv- 
ity of individuals. So we are adding only 
a further case to the above series of per- 
sonified or hypostatized terms. In real- 
ity and when viewed with a conceptual 
accuracy, the subject of social wants is 
not any society; the subject of common, 
universal, or group wants is not any com- 
munity, universe, or group; and likewise 
the subject of collective wants is not any 
collectivity but—as in all other cases—is 
only the individual. The various terms 
refer exclusively to the differences be- 
tween the intrinsic structures, or be- 
tween the prevailing ways of gratifica- 
tion, of the wants concerned. Neverthe- 
less, in this respect, there is a distinct dif- 
ference between social, common, and 
group wants, on the one hand, and col- 
lective wants, on the other: in the first 
case, the want satisfaction is only a re- 
sult of individual efforts and of the allo- 
cation of individual or private means; in 
the second, collective action and collec- 
tive means are needed. It is only by this 
difference that our terminology—by 
which we contrast collective wants with 
individual wants, which include also so- 
cial, common, and group wants—seems 
to be justified. 


as soon as it is recognized that the bridge can be 
built and maintained only by the allocation of munic- 
ipal means. The expropriation of mines or railroads 
by the state is an act of collectivization. A collectivi- 
zation of the whole economic system occurs when 
similar expropriations comprise all productive plants 
of a town, of a country, or of any other group of 
individuals. 
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We also have to make it completely 
clear that the difference between individ- 
ual and collective wants refers, in a strict 
sense, to the way in which goods and 
services for the gratification of wants are 
provided. Many wants can be satisfied 
either by individual or by collective 
means. Accordingly, we base our ter- 
minology when discussing individual and 
collective wants on the transference of 
a relevant quality of methods—which 
provide goods and services—to the per- 
tinent wants themselves. 


At this point we can draw the border 
lines between the various types of human 
wants more clearly. Individual wants 
may be pure individual, social, common, 
universal, or group wants. There are rea- 
sons which suggest the probability that 
most of the common, universal, and 
group wants are of the social type. Only 
those wants are likely to develop into 
collective wants which are not only of 
the common—possibly universal—and 
group type but with regard to which 
there is also a given sort of discrepancy 
between utility and disutility relative to 
the satisfaction and sacrifice involved. 
Consequently, there are three conditions 
which must be further examined in order 
to clarify the nature of collective wants: 
their common occurrence, their group 
quality, and their specifically discrepant 
structure. 

As to the first condition, it is evident 
that every community is based on some 
kind of common interests or—in the lan- 
guage of economics—common wants. 
Only the existence of common wants can 
bring about and maintain communities; 
all communal ties and activities are only 
justified if and in so far as they arise from 
corresponding common wants. The com- 
munities grow with the growth of the 
underlying common wants, and they de- 





cay with the decadence of these wants, 
which are virtually the motive force of 
the communal development. Also their 
size, that is, the number of individuals 
which they comprise, is a function of 
those common wants: the more universal 
are the underlying wants, the larger is 
the community. Yet this universality is 
only one of the variables which deter- 
mine the actual importance of the com- 
munities. Another variable is the above- 
discussed relative weight; a third, the 
permanence of the basic common wants. 
In the long run their permanence or their 
recurrence (which may have similar ef- 
fects) might be a more important factor 
than their possibly low degree of grati- 
fication, which might change frequently 
and greatly. Each of these four factors 
may occur in almost any magnitude; con- 
sequently, the resulting communities 
may assume a great variety of different 
sizes and structures showing a compli- 
cated network of overlapping and hier- 
archical combinations."* They range from 
any casual, ephemeral, quite unimpor- 
tant, and hardly noticeable community 
of interests between two individuals to 
powerful communities which develop 
over many centuries and determine the 
prosperity of many millions of individ- 
uals. 

Incidentally, it must be noted that the 
underlying common wants may lead to a 
keen competition for the scarce means 
of their gratification; in such a case, rath- 
er unfriendly relations may originate 
among their subjects. Nevertheless, even 
then, there will always be at least some 
remote possibilities for a community of 
interest."° Furthermore, members of 


*8In the background the previously mentioned 
temporal and spatial factors of the institutional 
circumstances may also have considerable weight. 


*? The common want for firewood and lumber 
may first lead to a keen and even hostile competition, 
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communities on this level may or may 
not co-operate on a friendly basis; in- 
stead of a positive sign, communities 
may well have a negative sign, which 
might give them a peculiar structure; but 
they will still be communities. 

Manifestly, the most important com- 
munities are those whose coherence is 
based on the coercion of public law and 
which—in their most intensive and com- 
prehensive forms—assume the structure 
of towns, cities, states, etc. In the gen- 
eral case, underlying every community, 
there are primary common wants, which 
are mainly responsible for the communi- 
ty’s existence, and secondary or subsidi- 
ary common wants, which accrue in the 
course of its development.”® It is usually 
the primary common wants by which the 
community’s character, structure, and 
size are determined. 

The second condition, the group qual- 
ity of wants, is to be regarded in its 
strict sense as a limiting case. Evidently, 
there are not many common wants 
whose individual gratification is abso- 
lutely impossible, which can be satisfied, 
eo ipso, only for a group of individuals, 
and which consequently may be called 
absolute group wants.* With regard to 
their limiting quality, these wants are 
similar to the absolute social wants, 





with regard to the near-by forest, among several 
settlers. Still, later on, the same common wants may 
become the firm basis of a communal agreement and 
of peaceful co-operation resulting in a communal 
exploitation of the forest. Alternatively, the forest 
may even be collectivized, i.e., its ownership may 
even be taken over by the community of settlers. 

2° In the above example there is a primary com- 
mon want for firewood and lumber, which leads to 
the formation of a community of settlers. Within 
the same community secondary common wants 
for agricultural tools, suitable pastures, good roads, 
etc., may soon arise. 

* In this sense the want for the maintenance of 
an adequate pavement on Fifth Avenue in New 
York or the want for protection against the atomic 
bomb are absolute group wants. 


which always contain—at least more or 
less indirectly—some reminiscences 
which refer to pure individual wants. 
Likewise, the great majority of common 
wants can be gratified, discretely and sep- 
arately, for the individual members of the 
community whose primary or secondary 
basis they are. As a rule, the only essen- 
tial question is the difficulty or ease— 
and, on the basis of virtually the same 
consideration, the expensiveness or 
cheapness—of such an individual satis- 
faction. In other words, in the great ma- 
jority of cases, common wants also can 
be gratified for one member, or for an- 
other part of the community, if any 
amount of means are available for the 
surmounting of the difficulties involved 
in such an individual or partial satisfac- 
tion of the wants in question. If we re- 
strict the rigidity of our argument and 
are satisfied with terming as “‘absolute”’ 
those group wants which cannot “reason- 
ably” be gratified only for one or a few 
individuals, then the number of such 
wants may grow considerably. It largely 
depends on the meaning which, under 
these circumstances, we give to the word 
“reasonable,” i.e., on the amount of wa- 
ter which we are inclined to mix with the 
wine of the absolute quality. Using such 
a less strict but more practical terminol- 
ogy, we may contend that the more so- 
cialized and the more important or 
(which is a similar quality) the more defi- 
nitely primary our common wants are, 
the more probable it is that they may de- 
velop into absolute group wants (or, re- 
verting again to the stricter terminology, 
the nearer they may approximate the ex- 
treme and limiting case of the absolute 
group wants). 

In real economic life there is a great 
variety of wants, showing differences in 
fine shades and ranging more or less con- 
tinuously from the pure individual wants 
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and from those common wants which can 
only be gratified individually, through 
the relative group wants*—those group 
wants whose satisfaction can be provided 
either individually, for the single individ- 
uals and by individual activities, or at 
once for the whole group—to the limiting 
case of the absolute group wants. When 
thus contrasting relative group wants to 
absolute group wants, it seems to be ad- 
visable to use the latter term in its above 
less strict but more practical sense. At 
the same time it is obvious that, for eco- 
nomic considerations, the relative group 
wants represent a more significant cate- 
gory, because it is only with regard to 
them that the question of choice between 
the individual way and the group method 
of gratification emerges. This choice has 
to be made by evaluating the utilities 
and disutilities connected with the want 
satisfaction and the allocation of means, 
which necessarily leads us to a discussion 
of the third condition. 


Undoubtedly, even absolute group 
wants can be gratified by individual ac- 
tion and by individual sacrifice, viz., by 
the allocation of privately owned means. 
If the acting individual is a member of 
the group, then, in his comparative eval- 
uation of disutilities and utilities, the lat- 
ter are so preponderant that they induce 
him to shoulder the burden of sacrificing 
his own means irrespective of the group 
character of the wants to be gratified. 
Such an individual concentrates mostly 
on his own want satisfaction, and he may 
even be unaware of the direct or indirect 
want satisfaction which other individuals 
necessarily derive from his sacrifice. Or 
else, if he happens to be group conscious, 
he may not even attempt to induce his 

“= With regard to the availability of adequate 
means for the want satisfaction, the want for elec- 


tricity, the want for urban transportation, or the 
want for medical care is of this kind. 


fellow-members to shoulder some propor- 
tional share of the necessary disutility.” 
His motives for such an attitude may or 
may not be similar to those which might 
cause him to act and carry the whole 
burden of sacrifice after unsuccessful at- 
tempts at prevailing upon his fellow- 
members to share in the sacrifices. Some 
of the motives which are usually at work 
in both cases, with only minor differ- 
ences of relative emphasis, may be brief- 
ly mentioned. 

(1). Among the economic motives, in 
the strict sense, the time element may 
play an important part: the urgency of 
want satisfaction for any member of the 
group may be so great as to compel him 
to act quickly and to allocate from his 
own stock all means which are necessary 
for the group gratification, without wait- 
ing for a possible distribution of at least 
part of them among other members, or 
for any planning and negotiations which 
might be aimed at such a distribution. 


73 If he chooses to make such an attempt, he 
may subsequently drop it at any time and decide 
to carry the whole sacrifice. In both cases, whether 
the acting individual is or is not group conscious, 
he represents by his action the whole group. Con- 
sequently, we may indicate, in this respect a repre- 
sentative action. When an individual drains a 
swamp or establishes any device for flood control, 
he may or may not be aware of the utility which 
others derive from his action; he may or may not 
attempt to induce his neighbors to help him; if 
he asks them for help, later he may continue his 
action by himself. In all these variants his action is 
representative. We obviously refer to the repre- 
sentative action of individuals who are not formally 
designated to act on behalf of the community. It is 
evident, also, that those individuals who are insti- 
tutionally in charge of representing the community 
—such as public officials and employees—-are ac- 
cordingly supposed to act in a representative way. 
In this sense, all decisions with regard to any kinds 
of want satisfaction are ultimately individual ac- 
tions. Since the latter aspect, with its numerous 
and complex ramifications, is largely a problem of 
public administration, its further discussion would 
transgress the limits of our present analysis. Here 
we use the term “representative action” not in this 
general but only in the first-mentioned restricted 
sense. 
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Previous negative experience or general 
pessimism relative to the willingness of 
other members to share in the sacrifice 
may also induce any member of the 
group to take the initiative for a repre- 
sentative action of the above kind. Mani- 
festly, any subsequent participation of 
other members of the group in the sacri- 
fice—if expected or anticipated by the 
acting member—would destroy the rep- 
resentative character of the action. But 
if the subsequent participation takes 
place without such a previous anticipa- 
tion or expectation, then it cannot have 
any bearing on the motives in question. 
Generally speaking, any member of the 
group may compare, with regard to him- 
self, the advantages of part of the sacri- 
fice being shifted to other members with 
the disadvantages possibly arising from 
such a shift; if the disadvantages are 
greater, he may decide to take a repre- 
sentative action and to incur the whole 
amount of disutility. The nature of the 
disadvantages, in this respect, is a mat- 
ter of indifference; they may consist of 
any present or future liabilities, costs, or 
losses, including the direct or indirect 
foregoing of possible or probable assets, 
revenues, or profits.”4 

(2). In a second category, which may 
be called group-responsibility motives, 
any member of the group may shoulder 
the whole burden of sacrifices or dis- 


24In the majority of cases there will be indirect 
disadvantages: the personal vanity, the actual or 
alleged leadership, the excellence, or any other social 
objectives of the representatively acting individual 
might be interfered with by a participation of other 
members of the group in the allocation of means. 
In this sense, we may even refer to a formal want 
for representative action which induces any member 
of the group to act. So we may try to eliminate the 
whole, apparently clumsy, analysis of the motives 
for representative action. Yet, such an apparent 
simplification of the argument would make no real 
contribution toward its clarification; on the con- 
trary, some of its essential features would be ob- 
literated by such an attempt. 
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utilities, even if he realizes that they out- 
weigh the utility to be derived from his 
own share of the want satisfaction, at 
which his representative action is aimed. 
However, he may add to his own direct 
share the indirect satisfaction which he 
derives from making a contribution to- 
ward the aggregate welfare of the whole 
group, and it may be the sum of both 
components which is great enough to in- 
duce him to act representatively, that is, 
to sacrifice his own means also for the 
sake of his fellow-members. The group 
consciousness of any member who is thus 
acting must be far above the average, 
because he feels responsible for the wel- 
fare of the whole group. It is not always 
the actual leaders or the ablest or the 
most well-to-do members of the group 
who are imbued with such a self-sacrific- 
ing spirit of group responsibility. 

(3). Also, charity motives may be at 
work when any member of the group 
tries to help the other members by carry- 
ing also their share of the necessarily in- 
volved disutilities. Such an attitude vir- 
tually amounts to making a correspond- 
ing gift to one’s fellow-members, and it 
may or may not be connected with con- 
current motives of group responsibility. 
We cannot indicate any pure charity as 
long as the benefactor is a member of the 
group, because his action always con- 
tains a direct and rather obvious element 
of self-interest. 

Much purer types of benefactors may 
be found among those individuals who 
are outside the group and still feel in- 
clined to shoulder the burden of the sat- 
isfaction of group wants. In fact, it hap- 
pens rather frequently that communities 
and groups receive grants-in-aid or out- 
right gifts from outside, in which case the 
outside benefactor may be an individual 
giving away his private means. Apart 
from the charity motives, economic mo- 
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tives may also, mutatis mutandis, play a 
more or less essential role in inducing 
outsiders to provide means for the grati- 
fication of group wants. It is only in a 
rather indirect way that group-responsi- 
bility motives may be operating in this 
respect; in such cases, the outsider is 
usually impressed by the objectives of 
some wider and more comprehensive 
group—on the highest level, a nation or 
humanity as a whole—as a member of 
which he counts both himself and the 
beneficiary group.’s 

Irrespective of whether the individual 
who acts by allocating his own means to 
the want satisfaction of the whole group 
is or is not a member of the group, the 
economic, the group responsibility, and 
the charity motives may appear in any 
merged or blended form and in any quan- 
titative combinations. Moreover, it is 
possible that two or more members of 
the group or two or more outsiders act as 
benefactors or, in another representative 
way, for the whole group. The greater 
the number of the members of the group 
that act in such a way, the more their 
action loses its representative or char- 
itable character and the nearer it approx- 
imates a concerted action of the whole 


group. 


Charitable and heroically self-sacri- 
ficing representative actions may have 
been rather important in the economic 
life of the Middle Ages, and they may re- 
tain a considerable significance in those 
civilizations which do not particularly 
emphasize the competitive system, profit 
maximization, and, in general, material- 

2s International charity and relief schemes, such 
as the various activities of the Rockefeller Founda- 
tion, the Carnegie Endowment, the International 
Red Cross, the U.N.R.R.A., etc., are cases in point. 
From the viewpoint of the beneficiary group, it is 
a matter of indifference whether the benefactor is 
an individual, an association, or any kind of cor- 
poration. 


istic viewpoints. In modern Western cap- 
italism, however, as well as in those re- 
cent economic systems which have grown 
out of it, the charitable or representa- 
tive gratification of group wants does 
not occur very frequently.” Even when 
it does, it can seldom be relied upon as 
an all-comprehensive, primary device, 
and it must be considered a useful sec- 
ondary or subsidiary factor. In the great 
majority of cases another primary mech- 
anism has to be placed in the foreground, 
and it has to be operated in such a way 
to provide an appropriate gratification of 
existing group wants, with regard to the 
probability that they will not be satis- 
fied by individual action. Is collective ac- 
tion, i.e., the creation and allocation of 
collective means and, consequently, the 
collectivization of wants, the only pos- 
sible form of such a mechanism; or can 
its achievements also be performed by an 
intermediate solution of the problem? 
Such an intermediate solution, which 
is halfway between the two extremes, 
would be the unorganized action of all 
members of the group by a voluntary 
and proportional allocation of their own 
means to the gratification of group 
wants. It is obvious that the larger the 
size of the group, the more problematic 
will be the feasibility and efficiency of 
any solution of this kind. Generally 
speaking, there will be a genuine reluc- 
tance for the individual, in an unorgan- 
ized action, to sacrifice more than his 
justifiably proportional share of means, 
and frequently he might even be inclined 
to sacrifice less or nothing at all. His atti- 
tude, in this respect, will be a function of 
the combined effects of economic mo- 
tives, group responsibility, and charity 
motives. With regard to the first two, 


* Highly progressive income, property, death, 
and gift taxes as well as the pressure of public opin- 
ion are obvious incentives for such activities. 
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which are usually the most important 
factors concerned, considerable atten- 
tion is usually paid to the size of the 
group and, consequently, to the ratio of 
the appropriate individual sacrifice to 
the necessary aggregate sacrifice or 
means to be allocated. The smaller this 
ratio and the larger the group, the more 
likely the individual to exaggerate the 
“relative unimportance” of his own con- 
tribution toward the aggregate sacrifice, 
and the more likely that he will refrain 
from shouldering even his small appro- 
priate share of disutilities, although he 
would like to participate in the utility to 
be derived from the gratification of the 
group wants in question. When doing so, 
he may be led by a niggardly or thought- 
less and frivolous evaluation of utility 
and disutility and by a correspondingly 
low degree or a complete absence of 
group responsibility.27 If a substantial 
part of the members of the group act in 
such an irresponsible way, then it is evi- 
dent that no gratification of group wants 
can be expected from any unconcerted 
action of all members, barring a rather 
improbable offsetting effect which might 
be brought about by other members’ 
weighty economic considerations, group 
responsibility, and charity motives of an 
opposite sign. 

Furthermore, even the bona fide mem- 
bers of the group may find it rather diffi- 
cult to determine the size of their appro- 
priate shares of necessary sacrifices. 
Should it depend on a “benefit” or on an 
“ability-to-pay” principle; should it be 
proportional, progressive, or regressive; 
or should it be aimed at “minimizing 


27 Furthermore, an element of gambling also 
may enter: irresponsible selfishness may induce any 
member of the group to take a chance on not being 
detected in his refusal to co-operate; he may or may 
not act as if he participated in the sacrifice of 
allocating his share of effort, that is, an appropriate 
amount of private means. 


total sacrifice” in the well-known terms 
of marginal disutility computations? 
The scope of uncertainty and indeter- 
minacy involved is rather wide as long as 
the expected individual actions of all 
members of the group are not brought to 
a common denominator by some sort of 
planning and co-ordination. Consequent- 
ly, there are ponderous arguments which 
speak against the feasibility of the inter- 
mediate solution in question. 

When no adequate gratification of 
group wants by individual action—com- 
bined with the allocation of private 
means—can be expected, then collective 
action by the allocation of collective 
means must usually take place. The en- 
suing effects for the members of the 
group, with regard to their various in- 
dividual ratios of utilities to disutilities, 
will show a great variety of differences. 
Within the structure of collectivization, 
individual economic motives, group re- 
sponsibility, and charity motives may 
lead to a wide range of various individual 
net utilities and to corresponding quasi- 
rents.* Accordingly, individual opinions 
as to the necessity and usefulness of col- 
lectivization may differ greatly from each 
other, although quantitative compari- 
sons between the aggregate cost and the 
aggregate utility of the collectivized 
want satisfaction (with respect to the 
whole group) may help in bringing such 
divergent evaluations to a common de- 
nominator. 

Closely connected with these questions 
is the problem of substitutability be- 
tween individual and collective satisfac- 
tions, i.e., between individual and collec- 
tive wants, which determines the trends 
of collectivization and reprivatization. 

28 Such quasi-rents are important factors not only 
in the redistribution of income which is necessarily 


connected with every act of collectivization but also 
in the wider scope of up-to-date economic and fiscal 


policy. 
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Such a substitutability manifestly refers 
only to the wide range of relative collec- 
tive wants which can also be gratified by 
individual action and not to the limiting 
case of absolute collective wants, for 
which collective action is the only pos- 
sible way of satisfaction. 

The larger the size of the group and 
the greater the relative weight of its pri- 
mary group wants under discussion, the 
more decisive for its economic life is the 
issue between collectivization and re- 
privatization; the most essential deci- 
sions of this kind will cluster about those 
collective wants whose underlying col- 
lectivity is based on public law and 
which, accordingly, may be called public 
wants.”® The top rank, at present, is oc- 


* Thus, also, the fact can be explained that, so 
far, most of the discussion on collective wants has 
concentrated about the topics of public economy, 
with special regard to the motivation of public 
expenditures. In the nineteenth century and in the 
first decade of the twentieth those earlier authors 
(F. B. W. von Hermann, A. Wagner, G. Cohn, 
E. Sax, Fr. Kleinwiachter) who paid considerable 
attention to the theory of public expenditures fre- 
quently dealt with the concept of collective wants. 
But they were unaware of the proper relations be- 
tween individual and collective wants. Consequently, 
they either assumed the validity of a priori deter- 
mined objectives of public economy and tried to 
derive, from such an assumption, more or less strict- 
ly given collective wants; or, going even farther, 
they regarded the state and other “collectivities” 
as actual subjects of the collective wants, which 
they distinctly but erroneously contrasted, on this 
rigid basis, to the category of individual wants. By 
constructing the highly doubtful theorem of “col- 
lective persons” (Kollektivpersinlichkeiten) and of 
the “state of collective welfare’ (Kollektivwohl- 








cupied by the public wants of the whole 
nation. Still, many signs point toward 
the future development of international 
groups, which eventually might comprise 
all humanity in a gradually intensifying 
system of collective wants. 


The spreading of collective wants 
necessarily means a proportional collec- 
tivization of the means of production; at 
the same time the question mark of re- 
privatization emerges on the horizon. It 
is in this sense that the issue between 
private enterprise and the rate of collec- 
tivization seems to be the problem of the 
1940’s and that economics has the task 
of tackling it with more powerful ana- 
lytical tools than heretofore. 
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fahriszustand), even the early neoclassical explana- 
tion of human wants (Fr. Cuhel) helped to shift the 
argument in a wrong direction. Since the second 
decade of the twentieth century the whole theory 
of public expenditures has developed along other 
lines, and it has put relatively little or no emphasis 
on the viewpoint of collective wants. Also, the elabo- 
rate discussion on social value—which developed in 
the first two decades of the century about the 
theories of J. B. Clark, E. R. A. Seligman, and B. M. 
Anderson—contributed only scantly toward the 
clarification of the notion of collective wants, al- 
though it illuminated the social process by which the 
evaluations of many individuals mutually interact 
and mutually determine each other. On the litera- 
ture of this discussion and of the closely related, 
though independent, Italian value theory of “eco- 
nomic convenience” cf. the author’s Economics in 
the Twentieth Century (English trans. ed. Edwin 
R. A. Seligman [London and New York, 1931], pp. 
178 and 261-62). 














ON THE RATIONALE: OF GROUP DECISION-MAKING 


DUNCAN BLACK 


HEN a decision is reached by 
\ x / voting or is arrived at by a 
group all of whose members are 


not in complete accord, there is no part 
of economic theory which applies. This 
paper is intended to help fill this gap; to 
provide a type of reasoning which will 
contribute to the development of the the- 
ory of trade-unions, the firm, and the 
cartel; and to provide the basis for a 
theory of the equilibrium distribution of 
taxation or of public expenditure. Still 
other uses of the theory might be not less 
important. For reasons of space we avoid 
discussion of many points that demand 
fuller treatment and only attempt to in- 
dicate the course of the argument.’ 


I. GENERAL ASSUMPTIONS 


Let us suppose that a decision is to be 
determined by vote of a committee. The 
members of the committee may meet in 
a single room, or they may be scattered 
over an area of the country as are the 
electors in a parliamentary constituency. 
Proposals are advanced, we assume, in 
the form of motions on a particular topic 
or in favor of one of a number of candi- 
dates. We do not inquire into the genesis 
of the motions but simply assume that 
given motions have been put forward. 
In the case of the selection of candidates, 
we assume that determinate candidates 
have offered themselves for election and 
that one is to be chosen by means of 
voting. For convenience we shall speak 
as if one of a number of alternative mo- 
tions, and not candidates, was being se- 
lected. 


* The theory will be set out at greater length in a 
forthcoming book on The Pure Science of Politics. 
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To develop our theory, we must make 
some further assumptions. Our major as-| 
sumption will be that each member of the 
committee ranks the motions in a definite 
order of preference, whatever that order 
may be. To take a simple illustration, if 
there are four motions denoted by a,, @., 
a;, @,, say, before a committee, the mem- 
ber A may prefer a, to any of the others, 
may be indifferent between a, and a,, and 
may prefer either of them to a@,. 

If so, A’s valuation of the motions 
could be represented by the schedule of 
preferences on the left-hand side of Fig. 
1, in which a, stands highest; a, and a, 
next highest, each at the same level; and 
a, lowest. And similar scales could be 
drawn for other members of the com- 
mittee with a, ... a, appearing in some 
definite order on each scale, though the 
ordering of the motions might be differ- 
ent on the scale of each member. 

We are here using the theory of rela- 
tive valuation of orthodox Economic 
Science, whether the theory of relative 
utility or the theory of indifference 
curves. The only points which have sig- 
nificance on the directed straight line 
representing a member’s schedule of 
preferences are those at which motions 
are marked, and his scale really consists 
of a number of points placed in a certain 
order in relation to each other. No sig- 
nificance attaches to the distance be- 
tween the points on the scale, and any 
two scales would be equivalent on which 
the motions occurred in the same order. 

When a member values the motions 
before a committee in a definite order, 
it is reasonable to assume that, when!) 
these motions are put against each other , 
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he votes in accordance with his valua- 
tion, i.e., in accordance with his schedule 
of preferences. Thus the member A 
would be assumed to vote for a, when it 
was put in a vote against @,; or if a, were 
put against a,—since he is indifferent be- 
tween the two and it would be irrational 
for him to support either against the 
other—he would be assumed to abstain 
from voting. 

A member’s level of preference be- 
tween the different motions may also be 
shown by denoting the motions put 
forward by particular points on a hori- 
zontal axis, while we mark level of 
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While a member’s preference curve 
may be of any shape whatever, there is 
reason to expect that, in some important 
practical problems, the valuations actu- 
ally carried out will tend to take the form 
of isolated points on single-peaked curves. 
This would be particularly likely to 
happen were the committee considering 
different possible sizes of a numerical 
quantity and choosing one size in prefer- 
ence to the others. It might be reaching 
a decision, say, with regard to the price 
of a product to be marketed by a firm, or 
the output for a future period, or the 
wage rate of labor, or the height of a par- 





















preference along the vertical axis. For 
instance, the same set of valuations of 
the individual A is shown in the right 
and left parts of Fig. 1. The only points 
in the diagram having significance would 
be those for the values a@,, @,, @;, @,, on 
the horizontal axis, corresponding to the 
motions actually put forward. We have 
joined these points standing at various 
levels of preference by straight-line seg- 
ments, but this is done merely to assist 
the eye, since the curve would be 
imaginary except at the four points. In 
this diagram, as in the case of the prefer- 
ence schedule, it is only the relative 
heights of different points which have 
meaning, not their absolute heights.? 





*Cf. F. H. Knight, Risk, Uncertainty and Profit, 
pp. 68-70. 
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ticular tax, or the legal school-leaving 
age, and so on. 

In such cases the committee member, 
in arriving at an opinion on the matter, 
wouid often try initially to judge which 
size is for him the optimum. Once he had 
arrived at his view of the optimum size, 
the farther any proposal departed from 
it on the one side or the other, the less 
he would favor it. The valuations carried 
out by the member would then take the 
form of points on a single-peaked or 
N-shaped curve. 

In working out our theory we shall de- 
vote considerable attention to this class 
of curves which slope continuously up- 
ward to a peak and slope continuously 
downward from that peak. We shall refer 
to the motion corresponding to the peak 








~ or Wm 


[| VS Ww 6 


ww ™ WwW VS 





ON THE RATIONALE OF GROUP DECISION-MAKING 25 


of any curve—the most-preferred motion 
for the member concerned—as his opti- 
mum. 

Another case likely to be of frequent 
occurrence in practice—especially, again, 
where the committee is selecting a par- 
ticular size of a numerical quantity—is 
that in which the valuations carried out 
by a member take the form of points on 
a single-peaked curve with a truncated 
top. Such a case would arise when the 
individual feels uncertain as to which 
of two or more numerical quantities pro- 
posed represents his optimum choice. 
He cannot discriminate in choice between 
(say) two of these numerical quantities; 
but the farther the proposal made falls 
below the lower of these values, or the 
higher it rises above the larger of them, 
the less he esteems the motion concerned. 

We shall work out the theory first for 
the case in which the members’ prefer- 
ence curves are single-peaked, and, after 
that, we shall show how the answer to 
any problem can be obtained no matter 
what the shape of the members’ curves 
may be. When any matter is being con- 
sidered in a committee, only a finite num- 
ber of motions will be put forward and 
only a finite number of valuations will be 
carried out by each member. If three mo- 
tions or six motions were put forward, 
each member would be assumed to value 
each of them in relation to the others. 
When we are drawing our preference 
curves, however, we will draw continu- 
ous curves and—since there are an infi- 
nite number of points on any continu- 
ous curve—we imply that the person for 
whom the curve is drawn has carried out 
an evaluation of each of an infinite num- 
ber of motions in regard to each of the 
others. This is unrealistic, it is true, but, 
when the theory is worked out for this 
case, we can easily get the answer for 
any case in which only a finite number of 





motions is put forward and valued by 
the members. 

We assume that the committee with 
which we are concerned makes use of a 
simple majority in its voting. In practice, 
voting would be so conducted that, after 
discussion, one motion would be made 
and, after further discussion, another 
motion (an “amendment,” that is) 
might be moved. If so, the original mo- 
tion and amendment would be placed 
against each other in a vote. One of the 
two motions having been disposed of, 
leaving a single motion in the field, a 
further amendment to it might be 
moved; then a further vote would be 
taken between the survivor of the first 
vote and the new motion; and so on. If 
2 motions were put forward, 1 vote 
would be taken; if 3 motions, 2 votes; 
and, in general, if m motions were put 
forward, there would be (m — 1) votes. 

Now it will be found to simplify the 
development of the theory if, in the first 
instance, we suppose that the voting 
procedure is different from this. We wish 
to make the assumption that when m 
motions 4;, @2,...@m (say) have been 
put forward, the committee places each 
of these motions against every other in a 
vote and picks out that motion, if any, 
which is able to get a simple majority 
against every other motion. The motion 
a, is to be envisaged as being put against 
all the other motions a@,...¢@,; a, will 
already have been put against a,, and we 
assume that it will then be put against 
a,...4,; and so on, @»_, finally being 
pitted against @,. On this assumption 
the number of votes taken will be the 
number of ways of choosing 2 things out 


3In addition, the motion which is selected by 
this process is usually put to the meeting for final 
acceptance or rejection. This is equivalent to putting 
it against the motion “that there be no change in 
the existing state of affairs.” The step in theory to 
correspond to this stage in the procedure could easily 
be supplied. 

















26 


of m, i.e., m(m—1)/2 votes, instead of the 
(m — 1) votes which would be taken in 
practice. 

This assumption enables the theory to 
proceed more smoothly and quick'y than 
the assumption that only (m — 1) votes 
are held. When we have worked out the 
theory on this basis, we can go on to 
prove that—in the class of cases in which 
we are mainly interested—the same an- 
swer would be given whether m(m—1)/2 
votes were held, as we assume, or only 
the (m — 1) votes of reality. The as- 
sumption is a kind of theoretical scaf- 
folding which can be discarded once it 
has served its turn. 

These, then, are our assumptions: that 
in a committee m motions are put for- 
ward, that each member carries out an 
evaluation of each motion in regard to 
every other, that in the voting each mo- 
tion is put against every other, and that 
the committee adopts as its decision 
(“resolution’’) that motion, if any, which 
is able to get a simple majority over 
every other. 

It can be shown that, at most, only 
one motion will be able to get a simple 
majority over every other. To prove this, 
let us assume that a, is such a motion, 
ie., that a, can get a simple majority 
over every other. And let us assume that 
this is also true of some other motion, a,. 
By our first assumption, however, a, can 
get a simple majority over every other 
motion, including a,. Therefore a, can- 
not get a simple majority over a,. Hence, 
at most, only one motion can get a simple 
majority over every other. 


II. MEMBERS’ PREFERENCE CURVES ALL 
SINGLE-PEAKED 


The method of reasoning which we em- 
ploy can be seen most easily from a par- 
ticular example. Figure 2 shows the 
preference curves of the 5 members of a 
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committee. Only part of each curve has 
been drawn, and the curves are supposed 
to extend over a common range of the 
horizontal axis. 

Then if a, is put against a, (where 


a, < a <O,), the preference curve of 
each member—irrespective of what its 
precise shape may be—is upsloping from 
a, to a; and a;, standing at a higher 
level of preference on the curve of each 
member, will get a 5:5 (5 out of 5) ma- 
jority against a,. If a, is put against a,, 
(where a, < a <O,), at least 4 mem- 
bers—viz., those with optimums at or 
above O,—will have preference curves 
which are upsloping from @, to a; and 
a, will get at least a 4:5 majority against 
ay. If an < ae £ O;, ay will get at least 
a 3:5 majority against a,. And similar 
relations hold for motions corresponding 
to values above O,. If two values above 
O, are placed against each other in a 
vote, the nearer of the two values to O, 
will get a majority of at least 3:5 
against the other. 

If a value a, (where a, < O,) is put 
against a value a, (where a >O,), 
before we could find which of the values 
would win in a vote, we would have to 
draw the complete preference curve for 
each member, find whether a, or a 
stood higher on the preference curve of 
each member and count up the votes cast 
for a, and a,. But even though a value 
below the median optimum O, should de- 
feat all values to the left of itself, and 
should defeat some of the values above 
O,, this would be without significance. 
What we are looking for is that motion 
which can defeat every other by at least 
a simple majority. And we notice that 
the preference curves of at least 3 mem- 
bers are downsloping from O, leftward, 
and the preference curves of at least 3 
members are downsloping from O, right- 
ward. Therefore O, can defeat any other 
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value in the entire range by at least a 
simple majority. And, as we have already 
seen (end of Sec. I), this can be true of 
only a single value. The resolution 
adopted by the committee must be the 
motion corresponding to the value O,,. 
ORDER OF 
PREFERENCE. 
4 





the horizontal axis corresponding to the 
members’ optimums are named O,, 0O,, 
O;,...,in the order of their occur- 
rence. The middle or median optimum 
will be the (# + 1)/2“, and, in Figure 3, 
only this median optimum, the one im- 
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To give the general proof, two cases 
must be worked out—that in which the 
number of members in the committee is 
odd and that in which it is even. We will 
consider each in turn. 

Let there be m members in the com- 
mittee, where m is odd. We suppose that 
an ordering of the points on the horizon- 
tal axis representing motions exists, 
rendering the preference curves of all 
members single-peaked. The points on 


mediately above it and the one immedi- 
ately below it are shown. 

Then Owa+»/2 will be the motion 
adopted by the committee. Suppose 
Oin+1)/2 Were placed against any lower 
value, say, a,. Since (m + 1)/2 members 
have optimums at or above Oyn41)/2, aS 
we move from left to right from a, to 
Oin+1)/2, at least (m + 1)/2 curves are up- 
sloping, viz., those of members with 
optimums at or to the right of Oya...)/2. At 
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least (n + 1)/2 members prefer Ojn41y/2 
to a, and, in a vote against @, O(n41y/2 Will 
get a majority of at least (m + 1)/2:n, 
and this is sufficient to give it at least a 
simple majority. Therefore Ojn4.)/. can 
get at least a simple majority against any 
lower value which is put against it. Simi- 
larly it can get at least a simple majority 
against any higher value. Thus it can 
get a simple majority against any other 
value which can be proposed. And by 
previous argument, it is the only value 
which can do so. 

When the number of members, ”, in 
the committee, is even, there may be a 
tie in the voting; and we will suppose 
that an additional person acting as chair- 
man, in the event of a tie has the right 
to cast a deciding vote. 

Let us suppose, first, that this mem- 
ber who acts as chairman has his opti- 
mum at O,,, or at one of the lower 
optimums. It can be shown that the 
motion corresponding to the value O,,, 
will be able to defeat any lower value 
(Fig. 4). Let a, be such a value, that is, 
a, < On. Then (n/2+1) members 
have optimums at or above O,,,; and at 
least (n/2 + 1) preference curves will be 
upsloping as we move from left to right 
from a, to O,,.. At least (n/2 + 1) mem- 
bers will vote for O,,. against a,, and 
this is sufficient to give O,,. a simple 
majority. 

If O,,. is put against any value a, 
(where a, > O,,.)—since there are 2/2 
optimums at or below O,,,—the prefer- 
ence curves of at least 2/2 members will 
be downsloping from O,,, to a, and 
O,,2 will get at least m/2 votes against 
dy, i.e., will at least tie with a,. In the 
event of a tie O,,. will defeat a, with the 
aid of the chairman’s deciding vote be- 
cause, by hypothesis, his optimum is 
situated at or below O,,, and his prefer- 
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ence curve must be downsloping from 
On/2 to ay. 

Thus, when the chairman’s optimum 
is situated at or below O,,., O,,. will be 
able to get at least a simple majority 
against any other value which may be 
proposed. 

Similarly when m, the number of 
members in the committee, is even, and 
the chairman’s optimum is at or above 
Ovny2)4x, it can be shown that Ojay2)+: will 
be able to get at least a simple majority 
against every other value. 

One cannot leave the theorem of the 
preceding paragraphs without pointing 
out its analogy with the central principle 
of economics—that showing how price is 
fixed by demand and supply. The 
theorem we have proved shows that the 
decision adopted by the committee be- 
comes determinate as soon as the posi- 
tion of one optimum—which we can 
refer to conveniently enough as the 
median optimum—is given. No matter in 
what manner the preference curves or 
optimums of the other members alter or 
move about, if it is given that one opti- 
mum remains the median optimum, the 
decision of the committee must remain 
fixed. The analogy with economic science 
is that, in the determination of price in a 
market, price remains unchanged so long 
as the point of intersection of the demand 
and supply curves is fixed and given, ir- 
respective of how these curves may alter 
their shapes above and below that point. 
Or, in the version of the theory due to 
Béhm-Bawerk, which brings out the 
point very clearly, price remains un- 
altered so long as the “marginal pairs”’ of 
buyers and sellers and their price atti- 
tudes remain unchanged. 

But the analogy exists only between 
the two theories; there is a marked dif- 
ference in the materials to which they 
relate. In the case of market price, when 
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the price of a commodity is being deter- 
mined, a series of adjustments on the 
part of the consumers will bring into 
existence a state of affairs in which this 
commodity, and all others which they 
purchase, will have the same signifi- 
cance at the margin for each consumer. 
This is one of the several grand har- 
monies running through the material of 
economic life, a harmony by which no 
one who understands it can fail to be im- 
pressed—and by which the economists 
of the last generation were perhaps over- 
impressed. In the material of committee 
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to them, however, to vote in such a way 
that no motion will be able to get a 
majority over all the others. 

If all members voted as we have sup- 
posed, the motion adopted by the com- 
mittee would be that corresponding to 
the median optimum, Omea, say. Let us 
suppose now that one or more members 
with optimums above Omea—by voting 
otherwise than directly in accordance 
with their schedule of preferences—at- 
tempt to give some other value, say da, 
a majority over all the others, where 
A, > Omea. 
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decisions, (or of political phenomena 
in general) on the other hand, no such 
grand harmony exists. The possibility of 
the persistence of disharmony and dis- 
cord is as striking in the one case as is 
the certainty of harmony in the other. 
In reaching the foregoing conclusions, 
we assumed that a member of the com- 
mittee voted on the various motions put 
forward in accordance with their order 
on his schedule of preferences. It can be 
shown that, when a motion exists which 
would defeat every other if the members 
voted in this way, it is not open to any 
member, or any number of members act- 
ing in concert, to alter their voting so 
that some other motion which is more 
preferred by them can be adopted as the 
resolution of the committee.‘ It is open 


4If only (m—1) votes are held, this conclusion 
no longer holds. 
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But when the members vote directly 
in accordance with their preference 
scales, those who have a, higher on their 
scales than Omea would already be sup- 
porting a, against Omea and, even so, a, 
would be defeated by Omea. Before it 
could defeat Omea, @, would require the 
support of members whose optimums lie 
below Omea- The only members who—by 
voting otherwise than in accordance 
with their scales of preferences—could 
make a, the resolution of the committee, 
are those with optimums below O mea, i-e., 
those against whose interest it is to do so. 

It would be possible, of course, for a 
number of members to vote so that no 
motion would get a majority over every 
other. If, for example, a sufficient num- 
ber of voters with optimums above Oymea 
were to vote against Omeqa when it was 
placed against some value which stood 
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lower on their scales of preferences, O mea 
might be defeated. At most, therefore, a 
group of voters would have it in their 
power to prevent any resolution at all 
being adopted by the committee. 

When the members’ preference curves 
are single-peaked, as we suppose, it can 
be shown that voting between the differ- 
ent motions obeys the transitive prop- 
erty’ and that if—of any three values a,, 
@,, @;—da, can defeat a, in a vote and a, 
can defeat a,, then, of necessity, a, can 
defeat a;. 

This can be proved by consideration 
of the orderings of the points @,, @,, @;, 
in relation to the median optimum. It 
can be shown that each ordering of the 
4 points a@,, @,, a@,, and the median opti- 
mum, either renders the assumption im- 
possible that a, defeats a, and a, defeats 
a, or else satisfies the assumption and, at 
the same time, necessitates that a, de- 
feats a,. 

The transitive property can easily be 
extended to show that, if a, can defeat 
@,, a, can defeat a,,...and a, can 
defeat a,, then a, can defeat a;. 

It follows from the transitive property 
that a, can defeat a,. By hypothesis, a, 
can defeat a,. Hence a, can defeat a,. 
Proceeding by successive applications we 
can see that a, can defeat a,. 

In arriving at the above-mentioned re- 
sults, we assumed that every motion was 
placed against every other and that in all 
m(m — 1)/2 votes were held. We can 
now remove this assumption and show 
that the same motion will be adopted by 
a committee when only (m — 1) votes 
are taken as in the committee practice of 
real life. 

For the case when 2 is odd, Ojas1/2 is 


5’ The transitive property is defined in L. S. 
Stebbing, A Modern Introduction to Logic, pp. 112 
and 168. 








one of the motions put forward and it 
must enter into the series of votes at 
some point. When it does, it will defeat 
the first motion which it meets. It will 
likewise defeat the second and every 
other motion which is put against it. 
That is, Ojn41)/2 must enter the voting 
process at some stage, and, when it 
does, it will defeat the other motions put 
against it and become the decision of the 
committee. The conclusion we reached 
holds good not only for the imaginary 
procedure of placing every motion 
against every other but also for the 
actual committee procedure of real life. 
The same is true of the conclusions we 
reached for the case in which the number 
of members in the committee was even. 
In the committee procedure of real life 
On/2 OF Ocn2)41 Will be the motion actually 
adopted. 

The assumption, that m(m — 1)/2 
votes were held, enabled us to give a 
mathematical proof which was both 
definite and short. But our conclusions 
are true independently of this assump- 
tion. 

As an example of the use of this 
technique, we may suppose that the 
three directors of a monopolistic firm are 
fixing the price of their product for a 
forthcoming period. Let us further as- 
sume that neither future sales nor future 
costs can be calculated with certainty 
and that there is no possibility of a 
choice of price being made purely by 
means of cost accounting. Subjective 
factors enter, and varying estimates of 
the future position are formed by the 
different directors. If, on their different 
views of the situation, the directors’ 
scales of preference are as shown (Fig. 5), 
the price fixed will be that corresponding 
to the motion a,. 
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t III. WHEN THE MEMBERS’ PREFER- is voting in a committee in which the 
t ENCE CURVES ARE SUBJECT TO four motions @,...a@, have been put 
t NO RESTRICTION forward. Along the top row and down the 
1 When the members’ preference curves left-hand column are shown the motions 
y are not of the single-peaked variety, a 41, . - - @4- In each cell of the matrix, we 
‘ solution to any problem can always be record the individual’s vote for one mo- 
g arrived at arithmetically, provided the tion when it is placed against another. 
t number of motions put forward is finite. Looking to the topmost row of figures, 
t 
e OROER OF 
PREFERENCE. 
d j 
y 
n 
e 
e 
Tr POINT SET 
.. _— i . is _— REPRESENTING MOTIONS 
7 2 3 os s 
fe Fic. 5 
ly 
ORDER OF 
I PREFERENCE. 
a 4 , 
; (against) 
th a; a, a, a; a, 
nS a: (0,1) (0,1) (0,1) 
p- a2 @%, 1 a, (r1,0) (0,1) (0,0) 
(for) a, (1,0) (1,0) (1, 0) 
‘is a, 7 a, (1,0) (0,0) (0,1) 
he 
re 
. a 
s- Fic. 6 
a To begin with, we return to the as- when a, is placed against a,, A votes for 
i sumption that every motion is placed a,, and we enter in the cell (a,, a,) the 
by in a vote against every other. The re- figures (0, 1). When a, is placed against 
sults of the series of votes can be shown 4,, he votes for a, and, in the cell (a,, 
ie very readily by the construction of a 4;), we enter the figures (0, 1) standing 
of voting matrix.® for_o votes for and 1 against. The other 
he The construction of a matrix is illus- cells are filled in the same way. Since A is 
om trated in Figure 6, which gives the indifferent in choice between a, and a,, he 
rs matrix corresponding to the schedule of _ will abstain from voting when a, is placed 
5), preferences of the single member A who against a,, and the cell (a,, a,) will show 
ing 


*I am indebted to Dr. R. A. Newing for sug- 
gesting the use of a matrix notation. 
























(0, o). The figures in the cell(a,, a.) will 
also be (0, 0). 
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Along the main diagonal of the matrix, 
instead of having cells of the usual type, 
we have simply placed a series of zeros 
and joined them by a straight line. This 
is to indicate that the cells (a,, a,), (a2, 
a,),. .. , Which would denote that a, was 
placed against a@,, a, against a,,..., 
have no meaning. In constructing the 
matrix in practice, it is usually easiest to 
enter these zeros along the main diagonal] 
first and join them by a straight line. 

Each row to the right of the main 
diagonal is a reflection in the diagonal 
of the column immediately beneath, with 
the figures in the cells reversed. Thus the 
cell (a@,, @,;) immediately to the right 
of the diagonal shows (0, 1), the reflec- 
tion in the diagonal of the figure (1, o) 
immediately below the diagonal. The 
cell (a,, a,), two places to the right of the 
diagonal, is the reflection of the cell (a,, 
a,) two places below the diagonal. The 
reason for this is that the figures in any 
cell (@,, a) must be those of the cell 
(ax, @,) on the other side of the diagonal, 
placed in the reverse order. This feature 
roughly halves the work of constructing 
a matrix: we can fill in the figures on one 
side of the diagonal and then complete 
the matrix by reflection of these figures 
in the diagonal. 

The construction of an individual ma- 
trix would be gratuitous labor since it 
merely gives, in a clumsier form, infor- 
mation which is shown clearly enough 
in the member’s schedule of preference. 
When, however, we have a group of indi- 
viduals voting on a particular topic and 
the preference schedule of each is known, 
the matrix for the group presents in very 
convenient form the information that we 
need. For instance, for the group of 
schedules shown in Figure 7, the accom- 
panying matrix has been constructed 
precisely as described above. Along the 
main diagonal, as before, we enter zeros 





and join them by a straight line. In 
the cell (a,, a.) we enter the figure (2, 3) 
because on the scales of 2 members a, 
stands higher than a,, and on the scales 
of the remaining 3 members a, stands 
higher. The other cells are filled in the 
same way and, as before, the half of the 
matrix on one side of the diagonal can be 
obtained by reversal of the frequencies in 
the corresponding cells on the other side. 

From the group matrix we can read off 
immediately that—when the motions 
a, ... are placed each against every 
other, as we suppose—a, will be able to 
get a simple majority over each of the 
other motions put forward. For this com- 
mittee a, would be the resolution 
adopted. 

If a motion exists which would be 
able to get a simple majority over all 
the others when the members voted di- 
rectly in accordance with their schedules 
of preferences, it would not be open to 
any member or group of members—by 
voting in some other fashion—to bring 
into existence as the resolution of the 
committee a motion which stood higher 
on the scales of all of them. Proof of this 
proposition is almost identical with that 
of our earlier analysis (see above, p. 26). 

If, when m(m — 1)/2 votes are held, 
a motion exists which is able to get at 
least a simple majority over each of the 
other motions put forward, it can be 
proved, as before, that, when the mem- 
bers vote directly in accordance with 
their schedules of preferences, this would 
be bound to be the motion adopted even 
though only (m— 1) votes had been 
held. 

But when the members’ preference 
curves are not single-peaked, no motion 
need exist which is able to get at least a 
simple majority over every other. This 
can be seen very quickly from the ac- 
companying group of schedules (Fig. 8) 
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in which the arrangement of the motions 
a@,, 42, @;, on the members’ scales is sym- 
metrical. When a, is put forward, it is de- 
feated by a,;, which gets the votes of B 
and C; when a, is put forward, it is de- 
feated by a,; when a, is put forward, it 
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number of motions put forward in a 
committee of any given size, the greater 
will be the percentage of the total num- 
ber of possible cases in which there exists 
no motion which is able to get a simple 
majority over each of the others. 


a, a, 

(2,3) (2, 3) 

(2,3) (3, 2) 
(3, 2) 

(2, 3) 

(2,3) (3, 2) 

(2,3) (©, 5) 


as &% 
(2,3) (2, 3) 
(2,3) (3, 2) 
(3,2) (3, 2) 
(2,3) (5, 0) 


(1, 4) 


a: (2,1) (1, 2) 
a, 6 
a; (2, 1) (1, 2) 
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is defeated by a,. That is, no one of the 
three motions is able to get a simple 
majority over the other two. 

By writing down groups of schedules 
in which 6 or 7 motions are arranged in 
various ways and by constructing the 
group matrices, the reader can quickly 
satisfy himself that such cases—in which 
no motion exists which can get a simple 
majority over each of the others—are by 
no means exceptional. The greater the 


In this state of affairs, when no one 
motion can obtain a simple majority 
over each of the others, the procedure of 
a committee which holds only (m — 1) 
votes will arrive at the adoption of a 
particular motion, whereas—if the re- 
quirement were that a motion should be 
able to get a simple majority over every 
other—no motion would be adopted. The 
particular motion which is adopted by 
the committee using the procedure of 
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practice will depend on chance—the 
chance of particular motions coming 
earlier or later into the voting process. 
For Figure 8, if only (m — 1 = 2) votes 
were taken, that motion, @, or @, or @;, 
would be adopted which was introduced 
last into the voting process. If, for ex- 
ample, a, were first put against @,, a, 
would be eliminated; and, with the field 
thus cleared, a, would defeat a,. 

If, then, only (m — 1) votes are held 
and if no motion exists which is able to 
get a simple majority over every other, 
we cannot read off directly from the 
matrix the decision adopted by the com- 
mittee. But when, in addition to the 
matrix, we know the order in which the 
motions are put against one another in a 
vote, again we can deduce what the 
decision of the committee must be. 

Reference to Figure 8 will show that, 
when the shapes of the preference curves 
are subject to no restriction, the transi- 
tive property does not necessarily hold 
good. 

IV. CONCLUSION 


The technique of this paper applies ir- 
respective of the topic to which the mo- 
tions may relate. They may refer to 
price, quantity, or other economic phe- 
nomena; they may relate to motions put 
forward in regard to colonial govern- 
ment, to the structure of a college cur- 





riculum, and so on. The theory applies 
to a decision taken on any topic by means 
of voting—so far, of course, as the as- 
sumptions which are made correspond to 
reality. And it is possible to widen the 
assumptions, for example, to include 
cases of complementary valuation; to 
make allowance for the time element; 
and to cover the cases of committees 
making use of special majorities of any 
stipulated size. With these extensions in 
the assumptions there would be a widen- 
ing of the field of phenomena to which 
the theory applies. 

The theory, indeed, would appear to 
present the basis for the development of 
a pure science of politics. This would em- 
ploy the same theory of relative valua- 
tion as economic science. It would em- 
ploy a different definition of equilibrium. 
Equilibrium would now be defined in 
terms of voting, in place of the type of 
definition employed in economic science. 
We could move from the one science to 
the other with the alteration of a single 
definition. This, in the view of the writer, 
would be the main function of the theory. 
It fairly obviously, too, enables some 
parts of economics—those which relate 
to decisions taken by groups—to be 
carried a stage beyond their present 
development. 
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BAIN’S ANALYSIS OF THE PACIFIC COAST 
PETROLEUM INDUSTRY 


ARTHUR ROBERT BURNS 


E recent three-volume study of 
the Pacific Coast petroleum indus- 
try—undertaken by Joe S. Bain 
under the auspices of the Bureau of 
Business and Economic Research of the 
University of California'—invites reap- 
praisal of the techniques of analyzing in- 
dustrial operations and of the data avail- 
able for analysis. The investigator, an 
economist well versed in theories of im- 
perfect competition, seeks to provide “a 
full critique of the social desirability of 
business behavior within a particular in- 
dustry in terms of its effect upon the 
level of employment of resources, the al- 
lotment of resources among uses, the ef- 
ficiency of use of employed resources, the 
distribution of income, and the like” (I, 
3). The resulting work, far more pene- 
trating and reasoned than most industry 
studies, throws considerable light on the 
operation of an industry embodying 
many “imperfections of the market.” 
The study begins with a description 
of those aspects of the structure of the 
industry which promise to be most sig- 
nificant in the explanation of market be- 
havior. It proceeds to a description of 
price and market behavior and, finally, 
to an appraisal of the impacts of this be- 
havior upon public welfare with recom- 
mendations regarding public policy. Un- 
fortunately, the organization of the in- 


* Joe S. Bain, Pacific Coast Petroleum Industry 
(Berkeley and Los Angeles: University of California 
Press), Vol. I (pp. xiii+-221; $2.75), Market Structure 
(1944); Vol. II (pp. xv-+438; $6.00), Price Behavior 
and Competition (1945) ; Vol. III (pp. xi+130; $3.00), 
Public Policy toward Competition and Pricing (1947). 
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dustry by vertical stages (from crude-oil 
production to retail marketing) cuts 
across this classification. The author fol- 
lows the principle of dealing with struc- 
ture at each stage of the industry before 
going on to market operation. This ar- 
rangement involves breaks in the train 
of reasoning, long suspense, and an over- 
loading of the memory. Efforts to reduce 
this difficulty lead to very considerable 
repetition, and the length of the work 
magnifies this burden. However, this 
problem, which arises mainly from the 
nature of the subject, has never been 
satisfactorily solved. 


I 


The Pacific Coast petroleum industry 
provides an unusual opportunity for ob- 
serving the interaction of a great variety 
of imperfections. Relative isolation of the 
market from other domestic, and from 
foreign, markets facilitates separate 
study. Seven major companies produced 
about 50 per cent of the crude petroleum, 
owned most of the crude transportation 
(pipe lines and tankers), operated about 
80 per cent of the refining capacity, and 
made about 75 per cent of the tax-paid 
sales of gasoline in California in 1940. 
Well over half the gasoline is retailed 
through stations owned or virtually con- 
trolled by refiners. Thus there is consid- 
erable oligopoly and vertical integration. 
But there are nonintegrated firms at 
most stages, at some of which they are 
very numerous (and small). The market 
is geographically differentiated because 








of the distribution of crude-oil locations, 
the sale of products in both export and 
local markets, and the geographical dis- 
tribution of demand within the local 
market. Products are also differentiated : 
crude oil varies in gravity; refined prod- 
ucts are differentiated by physical differ- 
ences, branding, advertising, and sale 
with various assortments of service; re- 
finery output consists of a variety of 
products sold in different markets to dif- 
ferent groups of buyers. The market is 
influenced by the nature of costs, which 
depend upon production techniques. 
Finally, the administrative policy of the 
Department of the Interior with respect 
to petroleum conservation “might almost 
be said to be the keystone of petroleum 
pricing.” State legislation regarding re- 
sale price maintenance is important and 
federal antitrust laws have “in a negative 
sense .. . had a significant influence on 
market behavior.” Private co-operation 
has been especially important through 
the Voluntary Proration Committee 
regulating the output of crude oil. Such 
are the major elements in the structure 
of the industry. 


II 


The description of the market be- 
havior in the various markets is directed 
primarily toward evaluation in terms of 
the relations of price to cost, of actual to 
necessary cost, and of attained to attain- 
able efficiency. A large part of the second 
volume of the study consists, therefore, 
of data regarding prices and gross and 
net margins at each stage. But there are 
gaps in the data and difficulties in apply- 
ing the tests. 

The over-all relation of prices to costs 
is summarized in the statement that 
“from 1929 onward the overall profits 
of the industry, excepting those of non- 
integrated crude producers, provided no 
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more than a normal percentage return on 
actual investment” (II, 347). This con- 
clusion rests, however, upon the profits 
reported by only two of the integrated 
companies which are said to have aver- 
aged “from 4.3 to 4.4 percent per annum 
for the twelve years from 1929 to 1940” 
(II, 339). It is “inferred that the profits 
for the other five majors operating in the 
area were not substantially different” 
(II, 340).? 

The author does not discuss the stand- 
ard of normality of return, perhaps be- 
cause the rates are “low” in conventional 
terms. Appraisal also requires a standard 
for the valuation of investment (the 
“rate base’’). The author states that the 
book value of investment should be ad- 
justed so as to eliminate investment 
which is excessive or idle “according to 
the competitive criterion chosen, and so 
as to value the remainder at the amount 
if would be worth in the hypothetical 
competitive situation” (II, 340). But, 
this procedure being difficult, “in prac- 
tice the most we can do is to appraise the 
investment policy and evaluation proce- 
dure of a given company and to indicate 
the manner in which the recorded per- 
centage earning rates have apparently 
been influenced by this policy and proce- 
dure. It is then a matter of complex prac- 
tical judgment whether a given rate of 
earnings may, although nominally low, 
be virtually excessive” (II, 341). 

The extent to which a company is cur- 
rently acquiring idle reserves of oil lands 
to a greater or less extent than it is de- 
pleting previous acquisitions affects both 
the rate base and the rate of return. The 
author states, but without supporting 
evidence, that this factor had little effect 
on quoted rates of return during the peri- 


2 As the remaining major companies are affiliated 
with national companies, separate rates of return on 
Pacific Coast investment are not available. 
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od, and therefore makes no adjustment 
in the figures. He states that the rate 
base probably was inflated, however, by 
substantial overinvestment in crude pro- 
ducing facilities as reflected in the large 
number of shut-in wells (often amount- 
ing to 50 per cent of the total). But this 
overinvestment, being due mainly to the 
government curtailment policy and the 
unpredictability of supplies, was beyond 
the control of the integrated companies. 
He does not attempt to establish a stand- 
ard of reasonable reserves in contempla- 
tion of a long-sustained government poli- 
cy. Finally, the author adjusts book 
values to allow for the industry practice 
of adding “discovery values” to the ac- 
tual cost of oil reserves. If discovery 
values were eliminated, “the average 
rate of return on invested capital from 
1929 to 1940 would presumably appear as 
about 5.5 rather than about 4.4%” (II, 
342). But these figures appear to rest 
upon Federal Trade Commission figures 
for the twenties which suggest a writeup 
amounting to 15-20 per cent of total 
book values on the Pacific Coast. 

Thus the conclusion that, on the aver- 
age, the over-all profits of the large in- 
tegrated companies were “very moder- 
ate” during 1929-40(II, 339) rests upon a 
somewhat frail foundation provided by 
the published figures of only two com- 
panies, “adjusted” on the basis of judg- 
ment or of at best questionable figures. 
While the necessity for choice among 
competitive criteria is stated, the basis 
of the choice actually made is not stated. 

The return on investment at the vari- 
ous stages of production departed con- 
siderably from this over-all average. For 
the integrated companies, calculations 
as to margins at each stage necessarily 
rest upon arbitrary cost allocations, but 
they may throw light upon the condi- 
tions under which nonintegrated firms 





operate. The average imputed earnings 
(inclusive of interest) on capital invested 
in crude-oil producing properties is re- 
ported to have ranged between 11 and 
24 per cent a year (except during the low 
year of 1931) or “far in excess of what is 
ordinarily considered to be a competitive 
normal” (II, 332). The conversion of re- 
turns per barrel to a return on capital is 
based on calculations from a Tariff Com- 
mission report which indicate an “av- 
erage annual original cost investment 
exclusive of accounting depreciation” 
which the author regards as a “rough es- 
timate of investment,” acceptable “for 
purposes of speculation.’’ Over half the 
net earnings of the major group are im- 
puted to this department. The nonin- 
tegrated crude-oil producers (which pro- 
duced 50 per cent of the state output) 
are assumed to have received returns per 
barrel equal to the average. On this as- 
sumption (the basis for which is not 
given), it is concluded that “they were 
able as a group to make a substantial 
profit in excess of the normal interest re- 
turn on capital” (II, 331). 

The calculations of returns on the in- 
vestment in crude-oil transportation 
facilities (tank ships and pipe lines) is 
impeded by the fact that nearly all these 
facilities are the private carriers of the 
“majors,” carrying oil owned by them. 
Consequently, published rates are not 
“fair measures of the opportunity value 
of the service rendered to their owners”’ 
(II, 120). The gross earnings of these 


3 The rewards for the production of crude oil are 
divided between lessors of oil-yielding lands and 
actual producers of crude. The former received or 
had allocated to them during the twelve years 
amounts ranging from about $40 million to $80 mil- 
lion a year. But there is no purpose in attempting to 
compare their costs with their receipts, because these 
receipts were mainly land rentals and largely wind- 
falls. In any event, windfalls are “consistent with 
the criterion of atomistic price competition” (II, 
342). 
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facilities are measured by the difference 
between the cost of crude received by the 
transportation facilities and the oppor- 
tunity price of similar crude available at 
the destination of the pipe-line and tank- 
er hauls (II, 121).4 As the costs of trans- 
portation by pipe line are not available,’ 
estimated national average costs of 
transport by both pipe line and tanker 
were “‘appropriately modified for Califor- 
nia conditions” (II, 127); but the nature 
and basis of the modification is not given. 
On this basis, transportation of crude oil 
is reported to have resulted in a loss of 
two cents per barrel of crude from 1933 
through 1935 and a profit of two cents 
per barrel from 1936 to the end of the pe- 
riod; investment in crude transportation 
facilities yielded a subnormal ‘income 
seldom exceeding 1 or 2 per cent. But, as 
the author states, the allocation to trans- 
port of any net gains or losses after allow- 
ing for the cost of performing the trans- 
portation service is somewhat arbitrary. 
They might equally well be allocated to 
the results of either crude or refining 
operations.° 

At the refining stage profits averaged, 
over the whole period from 1929 to 1940, 

4 There is a large volume of crude available, free 
of transportation, adjacent to Los Angeles, which is 
the main destination of transport hauls. There is 
also an opportunity price for crude oil at the San 
Francisco refineries, namely, the Los Angeles price 
plus water freight. 

5 Accounting costs are greatly influenced by de- 
preciation practice, including the assumed useful life 
of the line. In fact, “representative accounting cost 
does not exist” (II, 27) owing to differences in con- 
ditions from line to line and the type of oil trans- 
ported. 

* Allocation to transport is used to segregate the 
earnings or losses arising from the geographical price 
structure for crude oil and to indicate “the degree in 
which geographical price discrimination between the 
Los Angeles and San Francisco refined product 
markets arises (almost automatically) out of the lo- 
cation of the Coastal and San Joaquin crude sup- 
plies”’ (II, 122) as well as the “degree of geographical 
discrimination which has existed among crude 
prices” (II, 123). 


“about a normal level...not much 
above normal in 1929, far subnormal in 
the depression but substantially super- 
normal from 1937 to 1940” (II, 191). 
These profits, however, are average for 
the industry as a whole. The major re- 
finers, with large plants and adequate 
cracking facilities, “presumably” had 
costs lower than those of any other group 
(II, 191). And their average realization 
was above the industry average so far as 
their domestically sold products enjoyed 
a price differential above those of the 
minors.’ For the minors as a whole, “‘the 
net margin may have been as much as 
$0.05 below the industry average’’ (II, 
QI). 

These results rest upon calculations 
from time series of the prices received at 
the refinery,* prices of crude, and refining 
costs, from which is calculated the aver- 
age yield per barrel from the sale of re- 
finery products by the whole industry. 
The industry average of refining costs 
was calculated as an average for the 
whole twelve-year period’ from data as- 
sembled by the author from a “broad 
sample” of refiners. Unfortunately, the 
size of this sample and the relative cover- 
age of major and minor firms is not 
stated. Since accounting costs included 

7“That the majors enjoyed net returns as much 
as $0.02 per barrel of through-put crude above the 


industry average is not improbable and the margin 
was of considerable importance”’ (II, 191). 


8 The prices for various refined products were 
weighted on the assumption that half the gasoline 
volume is sold at the “major” regular-grade price 
and that the weighted average of the price of the 
other half (made up of “major” third-grade and 
“minor” sales) is equal to the “major” price for 
third-grade gasoline. Prices for exported gasoline, 
diesel fuel, and fuel oil are taken from reported 
wholesale prices. The weighting of the various prices 
was changed from quarter to quarter on the basis of 
data published by the United States Bureau of 
Mines. 

* To avoid “needless complexity” due partly to 
the accounting techniques used for distributing over 
time the fixed plant costs. 
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interest on the stockholders’ equity in 
refinery plant, a deduction was made on 
the assumption that the “going interest 
rate plus a risk rate appropriate to the 
industry” was 6 per cent per annum for 
the period. This rate was applied to in- 
vestment (including interest on idle 
plants where “idleness is primarily cycli- 
cal in character but not where it is of 
a chronic secular character’’) (II, 191). 
The writer gives no information as to 
how this latter distinction was made. 
Furthermore, these figures require allo- 
cations of cost (often on an arbitrary 
basis) between refining and selling. The 
average includes a considerable range of 
variation because refineries differ in de- 
sign, scale and range of products, degree 
of obsolescence, and efficiency of man- 
agement. 

The writer concludes that ‘domestic 
marketing although perhaps profitable 
in the first two years of the decade was 
conducted after 1935 consistently at a 
negligible net profit” (II, 339). The 
margin between the price of products 
at the refinery and at retail could not 
be directly compared with marketing 
costs, because of the inadequacy of the 
available data. The author therefore 
calculates the aggregate margins per 
barrel of crude oil run to stills at the 
three stages of crude-oil production, 
crude-oil transportation, and refining. 
The aggregate net margin for the three 
stages is translated into percentage rates 
of return on total company investment 
(including marketing investment). The 
capital investment per barrel of Califor- 
nia crude oil processed is calculated from 
the published figures for only one of the 
major companies." These data for the 
one company (accepted as a “rough 

*® Most of the others, being affiliated with nation- 


al companies, do not make available separate infor- 
mation as to investment in California. 





guide” to the average major-company 
permanent investment per barrel of 
crude processed) are compared with the 
rates of return from all departments for 
the two companies whose business is 
mainly in California. The rate of return 
from the three departments approxi- 
mates rather closely to the over-all per- 
centage earnings of the two major com- 
panies. “We have thus, before including 
results from marketing and other depart- 
ments, already accounted for the majori- 
ty of the industry earnings” (II, 337). 
This method of calculation, however, 
presents serious questions as to the rep- 
resentativeness of the capital investment 
per barrel of the one firm and the over-all 
rate of return for the two firms. In addi- 
tion, inspection of the figures challenges 
the conclusion that the returns from the 
unincluded departments have been neg- 
ligible."* The residual, moreover, includes 
not only returns from marketing but also 
inventory gains and losses and margins 
(positive or negative) on gasoline bought 
by majors from minors. It is also affected 
by the fact that the refinery margins used 
were “understated.”” Nevertheless, “‘if 
all of these factors are allowed for, it ap- 
pears that the returns of the principal re- 
maining department—marketing—have, 
at least since 1935, been negligible for 
integrated companies” (II, 338). But the 
basis for the “allowance” is not present- 
ed. It is also to be remembered that the 
residual upon which this conclusion is 
based is affected by any net error in cal- 
culating margins at earlier stages. 

+t In three years the margin per barrel on “‘other”’ 
activities was higher than the aggregate margin on 
the three stages already accounted for. In three 
other years it was half as high or more. Losses on the 
unaccounted stages appear, however, in 1938, 1939, 
and 1940 (II, 337). But these fluctuations are, as the 
author explains, partly attributable to the fact that 
the average refiner’s margin was based upon a “flat 


average figure for the twelve year period’’ for re- 
fining costs (II, 337). 
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The second test, the comparison of 
actual to necessary cost, proved to be 
difficult to apply (as might be expected). 
Some of the adjustments already men- 
tioned represent efforts to eliminate un- 
necessary costs. Investment in idle 
crude-oil production, for instance, was 
considerable but outside the control of 
the integrated companies. The author 
states that there was little chronic excess 
of capacity in crude transport or refinery 
facilities.* The extent of obsolescence 
cannot be determined. The author does 
attempt to test actual against necessary 
costs in refining. Total refining costs per 
barrel of crude oil run to stills, calculated 
on the basis already discussed, are said to 
have averaged about $0.32 per barrel for 
the twelve-year period. But the “oppor- 
tunity level” of total average cost for the 
period was “presumably” not in excess 
of $0.25 per barrel of crude refined. This 
presumption is derived from data pre- 
sented to the Temporary National 
Economic Committee (Hearings, Part 
15, p. 8636) which are cited. The esti- 
mate of $0.25 for Pacific Coast refiners is 
said to be reasonable in view of the aver- 
age scale of California refineries “‘and 
with allowance for conditions peculiar to 
the California area and for the progress 
of technique™* between 1929 and 1940” 


‘2 Most of such excess as did exist “seems to have 
resulted from secular or cyclical changes in crude 
output which could not reasonably have been antici- 
pated by the investors” (II, 343). 

3 The author states that, since refiners have not 
in fact taken their obsolescence quickly enough, 
average costs for the industry during at least part of 
the thirties are overstated in their accounts. The 
reason for this statement is not given. The author 
states that, whenever the costs of any sellers depart 
from the lowest costs in the industry, “any costs 
above this level are theoretically not costs at all but 
rents or profits of current periods which have been 
improperly attributed (through a failure to write 
down obsolescent plant) to previous periods” (II, 
185). But this approach would not reveal whether 
the industry as a whole has been too slow in allowing 
for the obsolescence of its plant. 


(II, 187). But why the actual size of re- 
fineries in California should be thus ac- 
cepted or what the conditions peculiar to 
the area are, and how they are allowed 
for, is not explained. Moreoever, in his 
general conclusions, the author states 
that, in refining, the major companies 
seem after 1930 to have been as efficient 
as circumstances would permit (III, 
13)."4 

The establishment of an “opportunity 
cost” for marketing causes the most seri- 
ous difficulties. The integrated com- 
panies are reported to have increased in- 
vestment in marketing “to the point 
where marketing returns before interest 
cost are negligible. . . . Such a phenome- 
non constitutes over-investment accord- 
ing to the usual competitive criteria, al- 
though it is an open question whether, 
from the standpoint of public welfare the 
hypothetical competitive situation is 
more desirable than that which exists” 
(II, 343). Admitting that “‘service sta- 
tions are more numerous and elaborate 
than they have to be”’ (II, 240), the au- 
thor reasons that “the argument turns 
largely and properly on the effect of the 
increased costs of ‘fancy’ distribution on 
the product-service combination pur- 
chased by the service station customers 
and therefore upon the amount of satis- 
faction consumers of service station 
products obtain per dollar of expendi- 
ture” (II, 240). “Although empirical 
measurement of consumer satisfaction is 


' Their plants were reasonably up to date, and 
they “evidenced a disposition to adopt new tech- 
niques as they were developed.” Their plants were 
in the main of satisfactory size. ‘“Within the limits of 
market demand and of conservation policy the 
Pacific Coast majors seem to have processed crude 
oil by efficient methods and at a reasonably low 
cost,” although curtailment of output and the re- 
placement of plants by more up-to-date types 
caused some excess capacity. Many of the small re- 
finers were, however, substantially less efficient 
(III, 14). 
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not feasible, we may appeal to the com- 
mon sense impressions of the average 
reader” (II, 241). Thus the comparison 
of actual with necessary costs at this 
(nowadays important) stage appears to 
break down for lack of a theoretical cri- 
terion. Nevertheless, in the third volume 
the author states that “our net con- 
clusion was and is that capacity and 
cost are excessive from the standpoint of 
consumer welfare and over-all economic 
efficiency” (III, 16). 

The third test, concerning the relation 
of attained to attainable efficiency, 
yielded little result. The author points 
out that, in an industry drawing upon an 
exhaustible natural resource, efficiency 
must be measured by a dual standard, 
namely, current unit cost and degree of 
conservation. The two standards ordi- 
narily being in conflict, “‘in judging over- 
all efficiency, we must entertain the idea 
of a sort of compromise standard or 
ideal” (III, 9). “This compromise stand- 
ard has essentially to be arbitrary.” 
While conservation policies have proba- 
bly somewhat reduced output, they have 
“featured relatively rapid exploitation, 
leading to an abundant supply at low 
prices with a considerable portion of the 
output going to very low valued uses.” 
But “there is no way of knowing what is 
a socially optimum rate of postponing 
the use of oil reserves” (III, 11). Judged 
in terms of their tendency to maximize 
the total oil recovered, results have been 
poor as compared with what could have 
been attained by a strictly rational en- 
gineering approach, although curtail- 
ment has enhanced recovery. The costs 
of crude-oil production have been in- 
creased by excessive competitive drilling, 
although “technical efficiency of produc- 
tion within the limits of the individual 
firm seems to have been satisfactory. . . . 
The serious difficulties with both con- 


servation and efficiency originate in the 
underlying system of law controlling re- 
source exploitation and in the basic 
shortcomings of a competitive system for 
exploiting natural resources” (III, 13). 

The major companies were consider- 
ably more progressive in refining than 
the minors, who were hampered by short- 
age of funds and restrictions on the use 
of new patents. The majors “advanced 
steadily” in adopting new types of plant 
and in improving products." 

The price pattern emerging from the 
series of markets is also examined in 
more detail in relation to geographical 
and product dimensions. Price differen- 
tials are important in the markets for 
both crude petroleum and refined prod- 
ucts. 

Differences in prices in the crude-oil 
market relate in the main to differences 
at different producing points. Costs of 
transport influence the price of crude at 
different points, but they are not the sole 
influence. The market for crude being 
oligopsonistic, “buyers are in a position 
to establish deliberate price policies in 
respect to geographical differentials” (II, 
128). Historically a zone pattern of 
prices appears to have first prevailed (as 
in a number of other industries). But 
since 1925 new geographical patterns 
have appeared. Prices for crude in the 
San Joaquin Valley have tended (with 
many exceptions) to be the Los Angeles 
price minus a little less than the cost of 
pipe-line transport. Since freight to San 
Francisco is considerably less than that 
to Los Angeles, the delivered cost of San 
Joaquin crude in San Francisco has been 
considerably less than the delivered cost 
of Los Angeles crude in San Francisco. 

*S Brief reference is made (II, 213, 214) to the im- 
provement of gasoline and lubricating oils, but the 
discussion concludes only with the comment that 


these “‘must be recognized as a market result of sub- 
stantial importance.” 
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But, while San Joaquin Valley producers 
would receive a larger return if their crude 
were priced on a San Francisco rather 
than a Los Angeles base, such a system 
“would be no more ‘natural’ than the one 
in effect and it would yield negligible 
benefits to the consumer or the economy 
generally” (III, 19). Refined-product 
prices in San Francisco having been cal- 
culated as if the crude had come from 
Los Angeles, there has been a consider- 
able “transportation gain” to the four 
majors with refineries in San Francisco. 
The author agrees that this arrangement 
meant that the benefit of the low price of 
crude in the San Joaquin Valley area 
was not passed on to San Francisco pur- 
chasers of oil products. But, after point- 
ing out that the Los Angeles refiners sup- 
plying San Francisco obtain no trans- 
portation gain, he remarks that “whether 
the San Francisco consumer suffered 
from geographical price discrimination is 
a matter of definition. . . . It is perhaps 
more necessary to understand these re- 
sults than to fit them with a terminolo- 
gy” (II, 138). This conclusion falls far 
short of the standards of appraisal which 
the author set for himself.” 

Refined products (mainly gasoline) 
have been persistently sold, in the 
Pacific Coast and in export markets,’’ at 
prices yielding different amounts (net of 


6 Crude prices in the coastal area were made ac- 
cording to the same general principles as those in the 
San Joaquin Valley, resulting in “transportation 
gains” to the San Francisco refiners. But, as the 
transportation costs deducted from the Los Angeles 
price were more than the actual costs of transport, 
even the Los Angeles refiners realized some “‘trans- 
portation gain.” In the Los Angeles basin, from 1933 
to 1936, crude prices were often higher than those 
for crude more distant from the refinery which, 
therefore, caused transportation losses. But, after 
1936, prices within the basin were generally “refinery 
minus transportation costs,” resulting in neither 
gains nor losses from transportation. 


17 There has also been some discrimination among 
cities on the Pacific Coast (II, 306-29). 








transportation) at, the refinery—i.e., 
gasoline has been “dumped.” Although 
the volume of gasoline exported from the 
area declined during the period under re- 
view, exports remained considerable. 
“The Los Angeles export price seems 
consistently to have been tied to the 
Texas export price whereas the Los An- 
geles domestic price followed a course 
largely its own” (II, 200). The author 
points out that, if the California indus- 
try acted as a unit, it would be to its ad- 
vantage to set its domestic price just be- 
low the limit at which imports would be 
attracted from Texas. But its export 
price cannot be higher than the going 
price in the most profitable export mar- 
ket less the cost of delivery there. Under 
atomistic competition no price differen- 
tials of this kind occur. But “the precise 
minimum conditions of concentration or 
of concurrent action which are necessary, 
in the absence of single firm monopoly to 
make some discrimination possible, are 
not easy to define. Whatever they are 
they seem to be sufficiently contained in 
the structure of the California market” 
(II, 204)."* A large part of the function 
of exporting the gasoline “surplus” from 
the Pacific Coast area during the thirties 
was performed by the Standard Oil 
Company of California. The conditions 
permitting discrimination included limi- 
tations on the growth and size of the 
minors due to cost disadvantages and 
sufficient unanimity of action among 
majors to prevent a break in the domes- 
tic price resulting from efforts to market 
more products domestically. The condi- 


*8 The resulting differences in refinery yield were 
considerable. “Unless Los Angeles jobbing costs were 
substantially above those in New York gasoline 
transferred within companies from California to the 
Atlantic coast realized even before deducting the cost 
of the tanker haul a substantially smaller net-back 
than gasoline sold domestically in California” (II, 
199). Similar results followed from sales to Texas. 
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tions inducing the discrimination includ- 
ed the price policy in the crude-oil mar- 
ket and vertical integration and are dis- 
cussed below. 

Price differences also appear among 
the various brands or grades of gasoline 
sold in the Pacific Coast area. The major 
and a large number of the minor refiners 
sold three or more grades of automobile 
fuel “at price differentials which did not 
consistently match the differences in cost 
of production” (II, 205). The price dif- 
ferential between “premium” and “regu- 
lar” gasoline during the period under re- 
view was required by the Ethyl Gasoline 
Corporation and is reported to have sub- 
stantially exceeded the difference in the 
cost of producing the two grades. “Third- 
grade’’ gasoline was regularly established 
in the market in 1932 and was adopted 
by a number of minor refiners. The dif- 
ferential in retail price was made up 
partly of a difference in retailers’ mar- 
gins’? and partly of differentials at the 
wholesale level which were at least partly 
attributable to differences in costs.” The 
wholesale price differential exceeded the 
difference in costs when there was price 
warfare between the major and minor 
groups, and discrimination was then sub- 
stantial. 

Several of the major companies also 
sold part of their gasoline through sec- 
ondary companies “at prices which were 

19 Service stations were generally allowed a higher 
margin on third-grade than on “regular” gasoline. 
Thus, from the consumer point of view, the differ- 
ential was greater than in the wholesale markets. 
The latter, however, were of significance only where 
the refiner did not operate the retail stations. Since 
“there was no perceptible difference between the 
costs of the physical distribution of ‘regular’ and 


‘third’ grade gasoline,” the larger retailers’ margin 
on the latter involved “net discrimination” (II, 209). 


20 “Tn the net it is estimated that the difference in 
the direct manufacturing and processing costs of the 
two grades was on the average about 4 cent per gal- 
lon” (II, 209). The source and basis of this estimate 
is, however, not stated. 





often below those of the major brands by 
a margin which exceeded the correspond- 
ing difference in production cost” (II, 
205), apparently in an effort to counter 
the price competition of the minors.” 
During the period when the majors 
sought to maintain the prices of refined 
products by buying the “surpluses” of 
minors, the former marketed much of 
the purchased gasoline through these 
secondary outlets in order to protect the 
price of their own brands.” 

The markets have also operated to 
produce prices for both crude oil and 
gasoline that were “notably inflexible,”’ 
particularly from 1935 to 1940. The au- 
thor comments with seeming scorn that 
“according to the fashion of some eco- 
nomic analysis such inflexibility is inimi- 
cal to the cause of economic stability” 
(III, 21) but makes no explicit appraisal. 

Finally, large discrepancies are report- 
ed ordinarily to exist between the mar- 
ginal cost and price of crude oil. These 


** The brands sold through affiliated companies 
were generally marketed at prices equal to those of 
the stronger minors, although “such evidence as is 
available indicates that the qualities of these second- 
ary brands were substantially similar to those of the 
supplying major refiners. ... That part of the dif- 
ferential which was reflected in the net-back of the 
supplying majors amounted to simple net price dis- 
crimination. That part which was absorbed by lower 
distributive costs through simpler retail outlets was 
essentially linked with a corresponding pattern of 
tangible product differentiation”’ (II, 211). 

Minor refiners typically sold their products at 
prices considerably below (from } to 2 cents per gal- 
lon at retail) those of the products of similar grade 
sold by the majors, the differential being greatest for 
“third-grade” gasoline. While the prices of the prod- 
ucts of the majors were usually uniform at any 
given time, no such uniformity appeared in the 
prices of the products of minors. But the product of 
the minors evidenced a greater dispersion in quality 
than the product of the majors (the difference ex- 
tending often to the services rendered by retailers). 


™ Secondary companies increased greatly in im- 
portance during the buying program of the majors 
“because of the majors’ effort to dispose of the gal- 
lonage they were buying from the minors and partly 
perhaps to combat minor competition” (II, 283). 
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discrepancies are attributed to the tech- 
nique of production and to curtailment 
(II, 91). 

Ill 

The author attempts to “account for” 
the foregoing market results in terms of 
the structural characteristics of the in- 
dustry and the competitive and co-opera- 
tive activities of firms. In general, he is 
very cautious. In particular, explanations 
of the levels of the various prices limp, 
partly because of gaps in the data re- 
garding elasticity of demand. 

The curtailment machinery exerts a 
considerable influence on the output of 
crude oil. Curtailment policies stem from 
the Bureau of Mines of the United States 
Department of the Interior, which sug- 
gests an estimate of ‘““demand”’ for each 
major producing area. This estimate 
serves in general, as a production quota 
and, apparently, generally presupposes a 
price at or near the prevailing one (I, 61). 
Until the recent war, a state committee 
of oil producers in California arrived at 
a quota’ identical with or similar to the 
estimate of the Bureau of Mines and al- 
located it among producers roughly in 
proportion to potential production. The 
committee had, however, no power of 
enforcement. Consequently, curtailment 
machinery and policies set only the 
“zone” within which price of crude oil 
will in the long run fluctuate. 

The next most important structural 
element in the market is the presence of 
seven major companies making between 
them 60 per cent of all crude-oil pur- 
chases in California, a concentration 
which is “‘conducive to their mutual de- 
sire to adopt conventions through which 
crude prices can be easily stabilized at a 
predictable level” (II, 114). The buying- 
price quotations of all the majors are 


23 The quota was in the neighborhood of half the 
potential output of the state (I, 63). 





uniform because the Standard and Union 
companies “seem to have been joint 
price leaders throughout California” (II, 
102). The author, however, refuses to in- 
vestigate the immediate influences de 
termining the policies of the leaders.” 
The disparity in size between the majors 
and minors, as well as the large share of 
the market in the hands of the former, 
enables the majors to insure price follow- 
ing by the minors, if necessary, by buying 
and storing crude or drawing from stor- 
age to discourage premium offers by 
small firms. The time pattern and level 
of price for crude oil, however, require 
consideration of the integration as well 
as the size of the majors, a matter dis- 
cussed below. 

The structure of the market for refined 
products (with the oligopoly of seven 
majors, a competitive fringe of minors, 
and ease of entry for minors), the pattern 
of product differentiation (“predicated 
upon varying degrees of integration and 
financial strength of the various refiners’’) 
(II, 286) and the character of the re- 
tailer population was such that “there is 
no normal or equilibrium price to which 
the market tends automatically to gra- 
vitate. Any so called equilibrium in 
short, is intrinsically unstable” (II, 286). 
Competition survived among the majors 
although price leadership checked any 
forces within the group making for 
price instability. Rivalry among them for 
volume of business took the form chiefly 


24 “The pertinent fact is that price leadership by 
Standard was recognized in fact and was followed 
consistently, with only minor defection, by other 
majors. . . . It isnot our intention to inquire into the 
population of the group which made the price lead- 
ers’ decisions, nor into whether, being made for the 
majors as a whole these decisions were also made by 
the majors as a whole. Having recognized the de 
facto existence of price leadership, we are primarily 
interested in the character of the pricing decisions 
which emerged from the system rather than the 
precise mode of their formation” (II, 292). 

















of rivalry in advertising, product devel- 
opment, solicitation of bulk and retail 
outlets, and the building of new outlets.’ 
But the minor refiners remained as a 
source of price instability® in spite of a 
“substantial degree of concurrent ac- 
tion” among the majors which “resulted 
in controlling competition from 1933 on- 
ward” (II, 276). The majors, however, 
entered unwillingly upon price wars be- 
cause, although they forced out some 
minors, others rose to replace them. Con- 
sequently, the majors preferred indirect 
price and nonprice competition. In 1931 
retaliatory price-cutting by majors was 
supplemented by increases in the octane 
rating of their regular gasoline and pro- 
motional expenditures to emphasize this 
quality development, leading to an “‘oc- 
tane race,”’ but also further differentiat- 
ing major from minor brands and further 
insulating the majors from the price 
competition of minors. The addition of 
“third-grade” major brands—implied to 
be similar to the gasoline of minors and 
selling at prices lower than “‘regular’’ 
brands—allowed the majors “‘to meet the 
price competition of the minors directly 
with part of their output and at the same 
time to refuse to meet it with another 


*s Shifts of business appear to have occurred 
mainly from the Shell Company to the less impor- 
tant majors. 


* The smaller firms can make price cuts without 
immediately inviting retaliation and reducing the 
general market price. But ultimately such activities 
do induce retaliation. Differentiation between the 
products of the majors and the minors permits a 
price differential, but “there is no ‘normal’ or equi- 
librium differential which is more likely to be 
maintained than any other” (II, 287), and the 
minors tend to push the differential to the limit at 
which majors retaliate with price reductions to pro- 
tect their share of the market. Small refiners are 
pushed beyond this limit sometimes by financial 
pressure. Independent distributors and retailers in 
the Los Angeles area, moreover, tend to be price- 
cutters by trade, cutting retail prices when they suc- 
ceed in buying from minor refiners at subnormal 
prices. 
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part of their output which was promoted 
by intensified non-price competition” (II, 
256). In short, competition which could 
not be killed was fenced off from the 
major business of the majors. But the 
fence was not impenetrable. Majors 
found themselves siphoning an unprofit- 
ably large proportion of their business 
into these more competitive channels. 
The use of secondary channels by some 
majors caused bad blood with majors not 
using them, and, in the last resort, the 
market was not always stabilized—price 
wars did occur (II, 289). 

The industry turned, therefore, to co- 
operation aimed at controlling competi- 
tion. The companies sought under the 
National Industrial Recovery Act not 
only to lees :e curtailment and prora- 
tion of cruce-oil production but also to 
eliminate many of the sources of in- 
stability in gasoline prices, and to curtail 
nonprice competition.?”? Price wars at 
the end of 1933 and in 1934 show, how- 
ever, that the code had not attained its 
objectives. After unsuccessful efforts to 
organize a cartel which would have out- 
lawed practically all competition be- 
tween the majors and the minors,”* the 
industry established in 1934 the Pacific 


27 The N.R.A. code required price-posting; pro- 
hibited concessions from posted prices and sales be- 
low cost of production; stipulated maximum credit 
terms; required integrated companies to set prices to 
allow proportionate profit in all their departments; 
prohibited leases, sales, and loans as a condition of 
the purchase of petroleum products; prohibited 
much indirect service to gasoline retail stations and 
loans by refiners to retailers; prohibited sales to in- 
dependent truckers (who had been the principal 
source of supplies for cutrate bulk service stations) ; 
provided for resale maintenance and contained 
many similar provisions aimed at restricting non- 
price competition among refiners and at removing 
causes of price instability. 


28 The cartel would have provided a sales quota 
of gasoline for each refiner-marketer and prescribed 
maximum differentials for prices for all types of 
gasoline sales. The basic prices to which others were 
to be related were the retail prices of the majors. 








Coast Petroleum Agency Agreement 
(also under the N.I.R.A.). This plan 
provided for thirteen large refiners to 
purchase from other refiners “surplus” 
crude-oil and petroleum products which 
“threatened to disrupt the fair and order- 
ly pricing of these products” (II, 265). 
The minors began to lose open-market 
sales and became increasingly depend- 
ent on sales to the agency because of their 
unwillingness to set the prices of their 
own brands low enough to undercut the 
reduced prices of the majors. Prices were 
stable, but agency purchases increased 
until May, 1935, when the pool was in- 
validated along with the N.I.R.A. and a 
price war broke out. This war was 
brought to an end—according to allega- 
tions by the attorney-general—by the 
substantial restoration of the agency, 
prices remaining stable to an unprece- 
dented degree from April, 1936, to May, 
1940, with no serious subsurface wars. 
But the minors’ share of California tax- 
paid sales of gasoline increased consider- 
ably, partly owing to the entry of new 
minors, and partly because stronger 
minors began to sell independently. 
Thus, in a market unstable because of 
its structure, the majors sought an “ar- 
tificial” stability “when a more natural 
one could not be found.” The author 
states that, in such a market, the ten- 
dency to resort to buying programs was 
predictable, but not the precise price and 
market results of such programs. The 
results neither of single-firm (or collu- 
sive) monopoly nor of competition could 
be expected. Expenditure on nonprice 
competition and excess capacity, and 
excess of price over full average cost 
of production, could be expected and 
did emerge (II, 290). “But the degree 
in which they would emerge was not 
a priori determinate. Competition in such 
a market was a willing but often unde- 
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pendable servant of the public good” 


(II, 290). 

The pricing policies of the industry 
cannot be explained, however, without 
considering the influence of vertical in- 
tegration combined with concentration. 
In general, this combination has provid- 
ed the majors with an interest in, and an 
opportunity to obtain, high prices for 
products. These prices have been reflect- 
ed in high prices for crude oil and in high 
returns from crude-oil reserves. Produc- 
ing and refining costs have been fairly 
low. But the high prices for crude have 
not ultimately meant high profits to 
producers, and low producing and refin- 
ing costs have not directly benefited con- 
sumers. They “have been transformed 
into a high level of quality and a per- 
ceptible degree of excess capacity in 
gasoline distribution” (II, 343). In fact, 
vertical integration—which appears to 
have yielded no great economies or dis- 
economies (III, 18)—has facilitated the 
subsidization of the distribution system 
out of profits on crude oil. If Mr. Bain is 
correct, this subsidization has gone to the 
full extent possible without reducing the 
over-all profits of the majors below a 
“normal” return. 

If less than the competitive volume of 
products was to be sold in the Pacific 
Coast market, monopoly profits were 
likely to appear at some stage. The inte- 
grated refiner had no particular interest 
in the stage at which they appeared. But, 
with a competitive fringe of producers at 
each stage, these profits would be expect- 
ed to accrue to the owners of the oil re- 
serves. Apparently the high profits on 
crude-oil production obtained by the in- 
tegrated producers were due to the share 
in the value of crude-oil reserves they 
were able to obtain through the terms of 
their leases and purchases from the pre- 
vious owners. But, since the integrated 
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firms did not own all the oil reserves, the 
margin between the price of crude oil and 
the prices of refined products influenced 
the number of independent producers at 
later stages. The actual price of crude oil 
seems generally to have brought out a 
supply a little above the voluntary 
quota. It was because the products from 
this supply could not all be sold at the 
prices set by the majors on the Pacific 
Coast that they dumped products in 
other markets.” The author states that 
“it is clear that the majors did not have 
the power to reduce crude output” and 
that the “ ‘organized pressure’ of small 
crude producers made price reductions 
difficult to carry through even if the 
majors had wished (as they rationally 
could not wish) to do so”’ (II, 295). If the 
producers were unable to reduce prices, 
the price leadership in the crude market 
must have been limited. The reduction 
of crude-oil output by a reduction of 
price might not have come quickly, but 
it would probably have come.** But in 
the absence of any change in product 
prices, a lower price for crude oil proba- 
bly would have attracted more independ- 
ent competition in refining and market- 
ing. If the majors had chosen to reduce 
the output from their own reserves, they 
29 “The high crude price policy and the discrimi- 
nating gasoline policy were necessarily concomitant 
... the second had to accompany the first” (II, 
295). Proration has given the integrated refiners the 
choice, “‘on the one hand, of posting crude prices at 
a level below the national or, on the other hand, of 
posting them at a higher level, setting higher refined 
product prices at home and dumping the surplus in 
the export market. . . . They have chosen the second 
alternative [because] these refiners themselves were 
very large producers of California crude and stood 
to gain by the highest price possible” (II, 299). 
The price policy of the majors is also attributed to 
the fact that high crude prices set a floor under the 


prices of products and the desire to encourage com- 
pliance with proration (II, 115). 

3° In the period 1930-35, low and uncertain crude 
prices “served as a deterrent to exploration and 
drilling” (II, 65). 





might have obtained a higher return 
from the reserves in the long run, in view 
of the prospect that California may be- 
come an importer of petroleum (III, 64). 
But they would have been compelled to 
accept a smaller share in the market and 
probably a smaller return on their in- 
vestment in refining and transportation 
facilities. Prices could not go above the 
level that would attract crude from 
other fields, but the author states that 
“in much of the period from 1932 to 1936 
(including the N.R.A. period) crude 
prices were unworkably high in the light 
of production quotas and of domestic and 
export demand and... recurrent price 
instability for refined products was thus 
possible.” He does not explain why sta- 
bility was not sought by increased dump- 
ing. But “in the period after 1936, on the 
other hand, the crude price was nicely 
adjusted to the possibilities of domestic 
demand, export price discrimination and 
total supply, and stability was easier to 
maintain” (II, 116). This conclusion, 
however, requires more information as 
to elasticities than seems to be available 
unless it is a mere restatement that re- 
fined product prices were fairly stable. 

In fact, it appears that monopoly 
profits were taken at the stage at which 
there was least freedom of entry al- 
though even there, they had to be 
shared with other owners of oil reserves. 
But the profits of the integrated firms 
from crude-oil production (upon which 
so much of the explanation of the opera- 
tion of the industry depends) were large- 
ly influenced by the terms on which they 
acquired their reserves, and these terms 
are not explained.* The interest of the 
majors in a stable price for crude oil is at- 

3* It is stated that the large firms may have en- 
joyed oligopsony power and benefited from imper- 
fections of the market or from a general underesti- 


mate of the value of oil lands at the time of their 
acquisition (II, 342). 








tributed to their desire to establish con- 
ditions favorable to price leadership, to 
the postponement of price changes until 
they can be large enough to be reflected 
in the prices of refined products, and to 
their desire for stable prices for refined 
products (II, 116) as the only evident 
means of avoiding cumulative price fluc- 
tuations and uncontrolled price warfare 
in the markets for these products (II, 
109). 

The price level for refinery products is 
said by the author to have been “ ‘rea- 
sonably competitive’ if other aspects of 
company policy are taken as given... 
The principal issues of pricing were cen- 
tered before and beyond the refinery 
level” (II, 298), although more at the 
level of crude prices. The chief conclu- 
sion is that independent refiners pre- 
vented abnormal refining profits.* 

In the retail markets the majors pre- 
ferred nonprice to price competition be- 
cause “nonprice competition was less 
likely to gather sufficient momentum to 
produce the disastrous sort of price-cost 
relationships associated with price wars”’ 
(II, 292). This preference for nonprice 
competition was a reason for the integra- 
tion of distribution with refining and 
production (II, 303; II, 17). In their 
competition with the minors, the majors 
seem to have aimed at retaining about 
70 per cent of the tax-paid gallonage of 
business (II, 293). This preference for 
cost-raising rather than price-reducing 
types of competition raises the question 
why selling costs went as high as they 

3% During the buying programs, “refinery net 
earnings (aside from distribution) seem to have been 
normally profitable; at other times they were not, 
and the position of the non-integrated refiners be- 
came precarious” (II, 297). The refiners are be- 
lieved to have elected not to squeeze out the non- 
integrated refiners partly because of the ease of re- 
entry at this stage and partly because of the possi- 


bility of antitrust suits. Evidently the same consid- 
erations did not apply at the retail stage. 
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did and no higher. The author does not 
explain whether it was a coincidence that 
selling costs were raised just high enough 
to reduce the over-all profits of the 
majors to a “‘normal”’ level. 


IV 

In the opening pages of his work, Mr. 
Bain contemplates three approaches to 
the type of industry study he has in 
mind, namely, to organize the study so 
as to test the general theories of imper- 
fect or monopolistic competition; to de- 
velop an alternative set of hypotheses; or 
to “‘wade into” the mass of data “to see 
what can be made of it.”” Renouncing the 
last as “unduly agnostic” —and likely, if 
generally adopted, to “promise no more 
than an indefinitely long catalogue of ap- 
parently unique cases’”—he considers, 
but also finally rejects, the attempt to 
“verify” theories of imperfect competi- 
tion because of the “practical difficulties 
and inherent shortcomings in the basic 
hypotheses.” First, demand curves can- 
not be constructed statistically.** Sec- 
ond, the analytical framework portrayed 
in movements of curves representing the 
demand and cost functions of the indi- 
vidual firm ‘‘does not accommodate easi- 
ly all of the relevant facts that are en- 
countered in an investigation” (such as 
the influence of price at one time upon 
price at another time and the relation of 
change of price to demand or of current 
promotional outlays to future demand). 
Third, traditional price analysis views 
price and market behavior “at one re- 
move as mirrored in the artificial appa- 

33 Indeed, the time-related family of curves repre- 
senting the predictions of each seller (necessary for 
anything more than a series of partly independent 
instantaneous solutions) “would involve a lengthy 
tour through the conscious and subconscious mental 
processes of many producers”’ (I, 6), who would have 
to remember the basis of their past predictions. 


“These barriers to empirical verification are evidence 
of the sterility of the hypotheses in question” (I, 6). 
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ratus of the firm’s demand and cost 
curves.” These curves represent, at best, 
the expectations which may be the proxi- 
mate cause of behavior, whereas our real 
interest is in the environment which, by 
its effect on expectations, influences be- 
havior. Consequently, “it is obviously 
desirable in any empirical study to rea- 
son from the environment of the market 
to the behavior which emerges from it 
and not just half the distance from pro- 
ducer expectations to behavior.” 

These comments provoke two ques- 
tions. First, does the present apparatus 
for analyzing imperfect competition con- 
sist not only of “empty boxes” but of 
boxes so shaped that they cannot be 
filled? In other words, are these theories 
incapable of verification? Second, has 
the author found an alternative ap- 
proach? In answer to the first question, 
the difficulty of calculating demand 
curves is real, but the incompleteness of 
the author’s explanations of the levels of 
price in the industry may be partly due 
to the small attention he has paid to 
elasticities of demand. The facts which 
Mr. Bain finds it difficult to fit into the 
apparatus of moving cost and demand 
curves (such as the effect of price at one 
time on demand at a later time) are mat- 
ters which, in fact, receive little attention 
in his study. Finally, the charge that 
general theory neglects the relation be- 
tween market environment and market 
behavior is not entirely justified. The 
author agrees that the breaking-down of 
the theory into “models” relating, for ex- 
ample, to oligopoly, differentiation of 
products, and the like, is an attempt to 
classify types of environment and relate 
them to market consequences; but he 
reasserts his objection to the use of un- 
ascertainable curves and to the crudity 
of the models. 

Mr. Bain had explicitly in mind “the 





development of a method of economic 
analysis more adequate for dealing with 
the observed character of price and mar- 
ket behavior”’ (I, viii). But the approach 
used, in fact, suggests little, if any, new 
theory. He focuses the study on “market 
behavior,” defined “in very broad terms 
as price and market policy in all of its 
observable dimensions.” He adopts the 
old dichotomy between structure and 
functioning, dividing his explanation of 
behavior into two stages—the description 
of the “market environment or struc- 
ture,” or those aspects of it likely to be 
associated with observed behavior, and 
identification of the aspects of market 
structure which “can be linked in causa- 
tive fashion with behavior.” But, when 
it comes to forging this link, he is cau- 
tious if not coy. His general attitude is 
that “with the data available it is impos- 
sible to find empirical proof of the neces- 
sity of any particular association” (II, 
112), but apparently because he has only 
one industry under review.*4 He states, 
therefore, that he is limited to an essen- 
tially deductive analysis of these rela- 
tions and one resting, moreover, upon 
the theories of imperfect competition, 
which he criticizes at the various points 
(I, 5; II, 116). In fact, it would have been 
possible to be more explicit as to the rela- 
tion between his results and those that 
might have been anticipated by the ap- 
plication of existing theory. 

But the study does raise serious ques- 
tions. Factual information was at many 
points so sparse that drastic assumptions 
were made in order to arrive at any re- 
sult. Samples are very small and some- 
times not fully described. “Adjustments” 


34 “There has been a unique association histori- 
cally, but the empirical demonstration that this cor- 
relation was necessary rather than fortuitous would 
require many similar cases from other areas and in- 
dustries and an assembly of such cases is not avail- 
able” (II, 112). 
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and interpretations of data leave discom- 
forting doubts. The magnitude of pos- 
sible error may well be large enough to 
threaten some of the major conclusions. 
But there is a more serious question 
whether, supplied with all the practically 
available data, the theoretical equipment 
available would have yielded definitive 
results. The criteria of competitive re- 
turn, and competitive cost, have turned 
out to be lacking in precision. The ap- 
praisal of the operations of a market 
characterized by nonprice competition 
broke down. The theoretical solutions of 
the operation of an oligopolistic market 
are too vague to be verifiable. Theory of- 
fers little aid in appraising the rate of de- 
pletion of an exhaustible resource. Thus, 
the weaknesses revealed in theory are too 
serious to be ignored. The comparison of 
attained with attainable progress was too 
ambitious to attempt. 


V 


The proposals regarding public policy 
toward competition must be discussed 
briefly for lack of space. This part of the 
work the author regards as involving 
more personal judgment and leaving 
greater room for argument than the 
other two volumes. It relies “‘of necessity 
on received doctrine, and since the for- 
mal doctrine relating prices to welfare is 
sketchy and incomplete, we are forced in 
some degree to use common sense im- 
provisations” (III, 1). 

Oil-land rents received by both land- 
owners and oil producers have, on the 
average, “exceeded a normal or competi- 
tive return on the land and producing 
investment” (III, 33) as a result of cur- 
tailment of output. They should, there- 
fore, be reduced but (1) without causing 
a substantial reduction in the price of 


products*s (which would probably be in- 
consistent with conservation), (2) in such 
a way as to cause selective, rather than 
general, rent reduction; (3) if reductions 
cause subnormal over-all returns to in- 
tegrated companies, compensating ad- 
justments must be made elsewhere (e.g., 
in the cost of distribution); and (4) re- 
ductions must be shared “appropriately” 
by oil producers and land holders. 

As a means of attaining these goals, 
the author dismisses structural modifica- 
tion of the crude-oil market as a “crude 
and uncertain tool’ (III, 50),*° although 
he agrees that concentration requires 
“extensive public regulation” (III, 41). 
He also rejects divorcement of crude-oil 
production from crude-oil transportation 
and refining.*’ His positive proposals in- 


3s Exception is made from the present differential 
between the price of products of the Pacific Coast 
and in areas to which it exports at discriminatory 
prices (III, 35). Exception is also made for “existing 
inequalities in the regional pricing of crude”’ and for 
securing greater flexibility in crude-oil prices, but 
“the writer hesitates to suggest any particular 
standard of flexibility as ideal from the standpoint 
of enhancing stability in the economy” (III, 36). 
But it should “become generally responsive to the 
Texas price and other competitive crude prices.” 

3 Bain rejects deconcentration, since “the exist- 
ence of a large number of small independent produc- 
ers tends to hamper the application of sound pro- 
gressive conservation measures” (III, 38), both be- 
cause of the difficulties of administration and be- 
cause large (and especially integrated) companies 
have interests more in harmony with conservation. 

37 “Conservation would probably not be much 
affected and, if it were, the effect would probably be 
unfavorable” (III, 42). Refiners with no interest in 
crude production could be expected to seek low 
crude-oil prices, but their ability to achieve them 
wouid depend on the organization of the crude mar- 
ket after the disintegration. Divorcement of refining 
from crude-oil production, combined with deconcen- 
tration of crude production, might produce lower 
crude prices and rents, but “automatic revisions of 
refinery pricing” would probably not be forced by 
competition should crude-oil prices fall, a conclusion 
which is dubious in view of the demonstrated ease of 
entry into refining in the past. Without a reduction 
in refined-product prices, monopoly profits would 
merely be shifted to later stages. The author doubts 
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clude enforced unit development of new 
pools (the necessary outlines for planning 
unit development being “well under- 
stood”) and some unit planning in al- 
ready developed pools. He recommends 
revision of curtailment practice to insure 
that quotas can be justified “fully in 
terms of their effects on conservation” 
(III, 55). In view of the theoretical dif- 
ficulty of determining the socially desir- 
able distribution over time of crude-oil 
use, this requirement is severe, although 
it is desirable to dislodge the present 
practice of virtually setting output so as 
to stabilize the existing price. 

The author’s principal recommenda- 
tion is the imposition of a tax apparently 
aimed at the capture by the government 
of the profits resulting from curtailment. 
He aims at rents which “conform to a 
competitive standard.” Rejecting the 
proposal to capture all rents above the 
minimum necessary to induce landown- 
ers to lease the land for oil-producing 
purposes,** he would prefer to leave them 
with the rents they would obtain “‘in the 
unattainable circumstances of unrestrict- 
ed oil production and perfectly competi- 
tive bidding for oil leases.’’ In practice 
integrated producers would be allowed 


whether the reduction in rents would be selective 
and whether divorcement would be effective. 

Deconcentration of the buying of crude oil by 
divorcement of crude-oil transport from refining has 
little to be said for or against it, in terms of its effect 
on conservation (III, 45) and pricing, although it 
might remove some doubtful aspects of the geo- 
graphical price structure. Deconcentration of the 
crude-buying market, by breaking up the large re- 
finery firms, “would apparently not have a predict- 
able impact upon the California crude oil market” 
(III, 47) without divorcement of crude-oil produc- 
tion and refining. 


38 This amount would be “a very small fraction 
of the average return currently received,” and a tax 
capturing all excess above it “would in effect de- 
nounce the institution of land and resource rents as 
a source of private income generally” (III, 58). 





all their allocable costs (including ex- 
ploration, exploratory drilling, and “dry 
holes”) plus a return on their investment 
4 or 5 per cent above the going interest 
rate on first-class industrial bonds. This 
rate is intended to include a reward for 
the unusual risks of oil exploitation. The 
balance would be captured by the tax, 
and the same tax would be applied to 
royalty oil received by landowners in the 
same field. Thus it is hoped to leave pri- 
vate rents “more closely approximating a 
competitive rent on oil lands” (III, 60). 
But, since the investment includes the 
cost of oil lands, the price for crude oil 
presupposed at the time of purchase— 
compounded at about 8 per cent interest 
—would be free of tax. The author em- 
phasizes, however, the practical difficul- 
ties of imposing and collecting such a 
tax.%? 

Revision of the discriminatory pricing 
pattern the author would seek not by 
government regulation (because of its 
“expense, cumbersome character, and 
possible inefficiency” and because of 
legal doubts) but through “the adoption 
on a quasi-voluntary basis of revised 
principles of price leadership [III, 62], 
backed by the sanctions of the Sherman 
Act, Clayton Act, and Federal Trade 
Commission.” Yet he agrees that the 
price alteration sought by persuasion 
“would have to have a relatively slight 
effect on the earnings of the principal 
companies concerned (III, 63).* 

39 The imposition of such a tax on the oil industry 
alone would discriminate in favor of other extractive 
industries, which is submitted “as a complication in 
arriving at a proper policy towards the oil industry.” 
Such a tax on one geographical sector of the industry 
would also be discriminatory and unwise. “Although 
such taxation requires a special administrative tech- 


nique, it should not be more difficult to administer 
than many other kinds of tax”’ (ITI, 60). 


4 Rectification of the geographical price pattern 
for crude oil might, however, have no great effects on 
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In refining, first, a more stable refinery 
margin should be sought to prevent un- 
desirably frequent entry and exit of 
marginal firms who use crude oil ineffi- 
ciently and ‘“‘do not necessarily compete 
in such a manner as to prevent artificially 
high prices” (III, 70). Second, the plant 
and technique of refiners permanently in 
the industry should be improved. Third, 
export dumping of refined products 
should be stopped. But unrestrained 
competition alone will not achieve these 
objectives* and would probably involve 
loss of efficiency. Cartels, whether or not 
supervised by the government, are also 
rejected. But public action should dis- 
courage the majors from supporting and 
subsidizing small independent refiners 
and thus encouraging the expansion of 
inefficient capacity. Severe discourage- 
ment or legal prohibition of overproduc- 
tion of quotas and cut-price sales of such 
crude oil would remove a source from 
which marginal refiners have overcome 
their inefficiency. Independent refiners 
should be given much more rapid access 
to new patents at lower royalties than in 
the past. But the writer is optimistic in 
concluding that these measures aimed at 
increasing efficiency in refining will pre- 
serve ‘‘a healthy and fairly vigorous com- 


profit except in the case of the export dumping, and 
the proposed severance tax “would neutralize the 
interest of oil producers in any special relationship of 
California to outside prices” (ITI, 64). In the absence 
of such a tax or of a (not improbable) change in the 
demand-supply situation in California, antitrust 
action would be necessary, although there is no 
guaranty of its success. 


4" It “will not produce predictable or reasonably 
stable results, will not be acceptable to the industry, 
and will, therefore, serve merely as a transition to 
something else” (III, 73). Nor is it likely to achieve 
more stable margins or improved refining efficiency. 
Deconcentration of refining could not go far enough 
to affect pricing and competition perceptibly with- 
out reducing efficiency. 


petition between majors and strong 
minors.”’# 

Distribution—“the most problem-rid- 
den sphere of the petroleum industry”— 
poses the most difficult problems. The 
high cost of distribution is obviously not 
what would be desired by a collusive 
monopoly. Reduction in the ratios of in- 
vestment and man-hours to sales and the 
restriction of self-canceling promotional 
costs might reduce costs by 50 per cent 
and permit 35-50 per cent reduction in 
wholesale and retail margins. But en- 
forced regimentation of distributive 
practices seems unworkable and proba- 
bly undesirable, and alternatives are hard 
to find. The author can suggest only “a 
number of partial measures which to- 
gether might achieve some of our ends” 
(III, 96), such as repeal of the legal au- 
thorization of resale price maintenance 
and modification of local-authority pro- 
hibitions on bulk stations combining 
wholesaling and retailing functions. The 
real and complete divorcement of retail- 
ing from other stages in the industry 
might lead to “more intense and persist- 
ent price competition,” and “excessive 
capacity and excess selling cost would 
probably not tend to develop” (III, 102). 
But this conclusion apparently rests 
upon the assumption that the independ- 
ent retailers will remain numerous. The 
possibility of the development of large 
chains is not, however, to be ignored. 
But divorcement would be difficult and 
would put a heavy burden on independ- 

4? The author also suggests suspension of anti- 
trust interference to permit mergers of independent 
refiners “up to the scale requisite for efficient opera- 
tions.” It is doubtful whether such suspension is 
legally necessary. He also suggests federal govern- 
ment removal from the market of obsolete capacity 
which may otherwise destabilize the market and in- 
duce resort to uneconomic stabilization plans (III, 


81)—a questionable precedent difficult to ad- 
minister. 
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ent distributors (who would “reap the 
harvest sown by refiners in the past two 
decades” [III, 105]).**Consequently, it is 
proposed that “‘we should encourage the 
competition of independent refiners and 
service stations as much as possible with- 
out requiring a divorcement of the major 
company retail facilities.” If this effort 
fails, legislation should be passed to se- 
cure full divorcement, although serious 
obstacles stand in the way. 

The most important of these proposals 
is that the state should annex the profits 
resulting from its intervention to con- 

43 It is not clear why the burden of past overin- 
vestment in distributing facilities need be thrown 
upon independent distributors, and, for this reason, 
it is doubtful whether the government would be well 
advised to accept Bain’s proposal that it should pur- 
chase and scrap redundant service-station plants 


and financially aid bankrupt distributors to leave 
the business (III, 108). 





serve a natural resource. Such annexation 
would compel adjustments at other 
stages in the industry, but, unfortunate- 
ly, the proposal is greatly weakened by 
its practical difficulties. Rejecting both 
structural adjustment of the industry 
and far-reaching social control of the 
operation of the industry substantially 
as at present organized, Mr. Bain relies 
too much on hope that the industry will 
reform itself. His ambitious and valuable 
study impresses the reader with the fact 
that the survival of a considerable fringe 
of competition at each stage has failed to 
compel the industry as a whole to meet 
competitive tests and that, in some re- 
spects, the competition has been harm- 
ful. But the reader cannot feel that he 
now knows the way to better results. 


CoLumBIA UNIVERSITY 











THE HIGH COST OF FOOD—A SUGGESTED SOLUTION 


D. GALE JOHNSON 


oop represents so large a proportion of 
the total budget of moderate- and low- 
income consumers that recent increases in 
food prices are a cause for general concern. 
Given the nature of our economy, especially 
the importance of wage negotiations in de- 
termining the level of costs and prices, high 
food prices may soon be reflected in in- 
creased wage rates and thence in higher 
prices. Since these adjustments would be 
followed by higher food prices, a true in- 
flationary spiral might be started. 

Rising food prices are not only a domestic 
problem. High food prices greatly increase 
the difficulty, both financial and political, 
of sending food abroad in sufficient value to 
achieve our goals in international policy. It 
is, of course, not surprising that people 
whose rea] incomes have fallen or who find 
themselves spending a disproportionately 
large share of income upon food will resist 
actions that would increase further the price 
of food. 

High food prices increase the financial 
needs of other nations by making the dollar 
shortage greater. Lagging food output, due 
to winter killing, drought, and insufficient 
fertilizer, requires western European nations 
to maintain heavy food imports. Even with 
a relatively large industrial output, exports 
are still small. Assets useful in paying for 
imports are limited. Consequently, reliance 
must be placed upon the United States to 
advance dollars as gifts or loans. And each 
further rise in food prices increases the num- 
ber of dollars required. 

There is, of course, a close interrelation 
ship among high food prices, the dollar 
shortage, and high-level food exports. The 
price elasticity of demand for food is very 
small. Moderate increases in shipments re- 
sult in much larger proportionate increases 
in food prices. These, in turn, require mak- 
ing available more dollars or permitting the 





economic situation in western Europe to 
further deteriorate. 

The domestic inflationary situation is in- 
tensified by our current huge export surplus, 
which was approximately eleven billion dol- 
lars in 1947. It is obvious that internal 
measures should be taken to offset the in- 
flationary impact of so large an export sur- 
plus. However, such general measures may 
well be inadequate to meet the problem pre- 
sented by the above-normal concentration 
of exports upon food. Consequently, there 
is considerable attention being given to 
methods of “doing something about rising 
food prices.” 

Proposals have been made in several 
quarters to reimpose price controls and ra- 
tioning on food. The impact of this program 
would be threefold: (2) domestic consump- 
tion would be reduced and foreign shipments 
could be increased; (6) food producers and 
handlers would receive smaller real incomes 
because food prices would fall, and food con- 
sumers would receive larger real incomes; 
and (c) poor consumers would probably in- 
crease their food consumption, on the aver- 
age, while rich consumers would be forced to 
decrease theirs. 

There are numerous economic and po- 
litical arguments against such direct con- 
trols. All three consequences can be achieved 
more effectively by the use of taxes and sub- 
sidies as outlined below. 

An important point of equity is involved 
in adopting measures to reduce the real in- 
come of farmers and to increase the real in- 
come of consumers. Currently farm prices 
are too high, judged by social, economic, or 
ethical criteria. However, less than a decade 
ago, farm prices were too low. Consumers 
are being pinched now; farmers were severe- 
ly squeezed earlier. 

As a matter of equity, it seems that any 
proposal to reduce farm income now should 
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be accompanied by a plan to raise it at a 
later date if a depression occurs and if farm 
incomes fall to drastically low levels. In 
other words, if consumers receive an income 
transfer from farmers now, consumers 
should be willing to commit themselves to 
an income transfer to farmers at some later 
date, if needed. 
Our proposal may be briefly outlined as 
follows: 
1. A tax on food at the retail level. 
2. A per capita subsidy paid to all consumers in 
the economy. (At a maximum the total 
amount of subsidy would be equal to the 


amount collected from the tax. Actually it ~ 


seems that the total subsidy would have to 
be less than the total tax.) 

3. A definite proposal to support farm income 
during a depression, with the funds resulting 
from the food tax to be specifically ear- 
marked for this purpose." 


The last item in the proposal would 
make farm price or income supports self- 
financing, and consequently the more de- 
sirable methods of increasing farm income 
during a depression would be politically 
feasible.? 

If we assumed that present market prices 
reflect the export commitments for the year 
ahead, the objective of the tax and subsidy 
program would be to transfer a certain 
amount of (real) income from food produc- 


* The purpose of earmarking the funds is purely 
political—to build up a concrete fund to pay sub- 
sidies to farmers during a depression. This makes it 
clear that income now taken from farmers will be 
returned later. The subsidy could be paid by borrow- 
ing or by using a budget surplus for this purpose. If 
the tax on food is “sterilized,” the payment of the 
subsidy by any means would not be inflationary, 
except for effects not related to method of financing. 


? The general scale of values attributed to farmers 
is presumed to include the judgment that farm in- 
come should be earned. In the past, this presump- 
tion has led to the use of economically undesirable 
methods of increasing farm incomes, such as price 
discrimination, production control, destruction of 
crop, etc. These procedures tend to clog the market 
and result in inefficient production. More desirable 
methods of increasing farm income, such as price 
payments made directly to producers, would seem to 
be politically acceptable if the payments were made 
out of funds contributed by farmers; i.e., if the 
scheme were self-supporting. 





ers to consumers. The amount to transfer is 
largely a political decision, resting upon pre- 
sumptions concerning the transfer required 
to prevent the current high food prices from 
spreading through the rest of the economy. 
The aggregate amount of subsidy should be 
somewhat less than the amount collected in 
tax in order to stabilize food prices plus the 
tax at the level prevailing before the pro- 
gram was put into effect. 

After the program is put into effect, for- 
eign shipments are increased. What then? 
The combination of taxes and subsidies de- 
scribed above was designed to leave con- 
sumption and retail prices plus tax un- 
changed, while transferring income from 
farmers to consumers as a means of modify- 
ing the income-distribution effects of the 
present inflation and food-export situation. 
However, if food consumption is to be re- 
duced, either food prices (plus tax) must 
rise or farm income must be reduced further 
and drastically. 

If shipments are increased, say, from 9 
per cent of domestic supplies—the present 
level—to 11 per cent, retail food prices 
would rise by about 8 per cent, the general 
price level (other than food) remaining con- 
stant. Would the program help to reduce 
consumption, maintain farm income at the 
previous level, and minimize the ioss of real 
income to consumers? 

The tax on food could be raised by 8 per 
cent. If no subsidy were paid, food prices 
would fall below the estimated level, since 
that estimate assumes that a rise in food 
prices results in an income transfer. A sub- 
sidy could be paid to consumers, though not 
quite to a full amount of the tax unless 
farmers and nonfarmers have exactly the 
same demand structures for food. Food con- 
sumption would be restricted because food 
prices (plus tax) have risen relative to nonfood 


3 It is assumed throughout that any tax imposed 
on food would be passed backward to producers, in- 
cluding food processors and retailers, rather than to 
consumers. Most of the tax would be borne by 
farmers, though a small percentage might be ab- 
sorbed by marketing agencies. It is also assumed 
that, for a period of (say) two years, the price elastic- 
ity of supply for food is perfectly inelastic. 











prices. The payment of the subsidy would 
not affect this substitution effect of the 
higher price of food. 

An analytical problem resulting from the 
program is the determination of the appro- 
priate relationship between the aggregate 
tax and subsidy. The difference between the 
two turns upon the differences in the de- 
mand for food by farmers and nonfarmers, 
assuming that farmers bear all the burden of 
the tax. 

Drawing on an analysis made by T. 
Haavelmo, we may approximate the de- 
mand for food by the following function: 
C = 0.25Y + 0.25p + 6, where C is con- 
sumption, Y is national disposable income 
(in billions), and # is a retail food-price in- 
dex. Let us assume that Y equals 150 and p 
equals 125. The values of C and 6 are of no 
consequence. Let us assume that the income 
coefficient in the demand equation for non- 
farmers is 0.27 and for farmers is 0.12.4 The 
coefficient for price is assumed to be the 
same. We will also assume that farmers con- 
stitute a fourth of the total population and 
that they receive, before the food tax, 
twenty billion dollars in disposable income.’ 

We then have two demand functions for 
food: 


(for nonfarmers) 
Cz = 0.12 (V2) +0.25 (po) + db: 
(for farmers) 


4 The assumptions underlying the income coeffi- 
cients in the demand equation seem to me to be the 
extreme ones. The implicit assumption is that, at the 
margin, nonfarmers will spend more than twice as 
large a proportion of additional income upon food 
than will farmers. Since farm income, in real terms, 
is still probably no higher than that of nonfarmers, 
the results obtained by using these relationships 
understate the amount of subsidy that could be paid, 
relative to the amount of tax collected. If the coef- 
ficients were identical, the subsidy could equal the 
tax in the aggregate. If the farm propensity to spend 
is less than that of nonfarm, the income transfer 
could be generally inflationary. We have neglected 
this problem here. 


5 In 1946 people living on farms had a net income 
of $21.9 billions. In 1947 it is likely that this figure 
will rise to $23 to $24 billions. 
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Farm income falls by $6 billions due to 
the imposition of a food tax, but, since 
farmers constitute 25 per cent of the popu- 
lation, the net fall in income would be $4.5 
billions if the subsidy equals the tax.* Non- 
farm income rises by $4.5 to $134.5 billions. 
On the assumptions made, the price index 
including the tax would increase from 125 to 
128—an increase of about 2 per cent. If the 
total subsidy were $5 billions, and the total 
tax were $6 billions, the retail prices of food 
would remain about constant. Thus, roughly 
five-sixths, or about 80 per cent, of the tax 
might be paid out as a subsidy without any 
change in the relative cost of food at retail. 

Do these conclusions need to be modified 
in case shipments are increased? Consump- 
tion falls by 2 per cent. Prices will rise by 8 
per cent. The tax on food will be increased by 
8 per cent, keeping farm income unchanged 
and causing prices to fall slightly below the 
8 per cent increase. Again about 80 per cent 
of the tax can be paid as a generalized sub- 
sidy. Retail food prices (plus tax) will be 
about 8 per cent higher than before. It is the 
relative increase in the price of food that 
will reduce the consumption of food. How- 
ever, it is possible to eliminate most, though 
not all, of the reduction in real income to 
consumers by preventing a shift in income 
to farmers. Obviously, the loss in real in- 
come due to the reduction in physical sup- 
plies of food cannot be eliminated by any 
combination of taxes and subsidies. 

How could such a program be adminis- 
tered? It might require, on the assumption 
of a further increase in food shipments, a 
15-20 per cent tax. There is no exact way of 
determining the size of the tax, though some 
concept of the desired size of the reserve 
fund to meet farm income commitments 
would be helpful. A figure of $12-$15 bil- 
lions seems reasonable. This would be ac- 
cumulated by a tax of 20 per cent for two 
years. Also involved is the determination of 
the effect of the higher food prices upon con- 


6 The net fall in farm income would be the fall in 
income due to the tax ($6 billions) minus the subsidy 
farmers would receive as consumers ($1.5 billions). 
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sumers. A tax of 15-20 per cent, assuming 
80 per cent were paid out in subsidy, would 
provide a per capita subsidy of about $30- 
$35 per year. 

To eliminate several administrative prob- 
lems, the subsidy could be paid to everyone 
—no matter how young or how old. If this 
were done, the subsidy could readily be in- 
tegrated into the current income-tax collec- 
tion procedure. 

For those subject to withholding taxes, 
the subsidy would appear as an offset 
against the withholding tax or as a net pay- 
ment in case the individual does not have to 
pay a tax because of too small an income. 
For individuals not subject to withholding 
taxes, the subsidy could be deducted from 
the regular income-tax payment. If the sub- 
sidy were greater than the tax, the taxpayer 
would receive a refund just as one does now 
if too much tax is withheld from one’s 
salary. 

To minimize payment difficulties, partic- 
ularly to simplify the integration with the 
tax withholding system, the rate of subsidy 
should not be varied except annually. There 
is no reason why more frequent variations 
are necessary. If food prices fell so that the 
subsidy were greater than the aggregate tax, 





the inflationary aspect would be as likely to 
be beneficial as harmful. In any event, it is 
unlikely that moderate differences in the 
two sums would make any real impact upon 
the economy at the present moment. 

The imposition and termination of the 
taxes present the most difficult problems, 
though not one bit different from those im- 
posed by price control and rationing. In- 
ventory losses would occur at the inception 
of the tax, while gains would occur when the 
tax was removed. Since the tax would be 
imposed only after discussion and removed 
only by the same process, it would probably 
be impossible to determine to whom the 
gains and losses accrued. 

The program we have outlined attempts 
to tackle several significant issues. It pro- 
vides an alternative to higher wages for 
wage-earners, namely, an income subsidy. 
It offers to farm people a self-supporting 
program designed to minimize their income 
losses during a depression in return for cur- 
rent sacrifices and income losses. The pro- 
gram establishes conditions whereby in- 
creased food shipments are possible with a 
minimum disruption of internal trade and 
markets. 
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NOTES ON THE HISTORY OF THE GIFFEN PARADOX: COMMENT 


A. R. PREST 


NA recent issue of this Journal,’ Professor 

G. J. Stigler has raised some queries 
about the famous Giffen paradox as elabo- 
rated in Marshall’s Principles. His points 
may be listed under two main headings: 
(I) Where did Giffen make his statement? 
(II) Does statistical evidence support the 
dictum or not? It will be convenient to put 
our comments under these two headings. 


I 


Professor Stigler declares that he is un- 
able to find the source of the statement. I 
suggest that it may be the following pas- 
sage: 

It may be suggested that as the fall in [the 
price of] cereals cannot be ascribed to an exces- 
sive growth of the production of the cereals 
themselves, it must be ascribed, seeing that 
there has been a great increase of the resources 
of the consuming peoples themselves, to a 
diminution of demand arising from various 
causes. What can be these causes? Why do 
people as they grow richer consume less wheat 
etc. instead of more? The answer to the last 
question is to be found, I think, in an examina- 
tion of the figures as to livestock. . . . People 
consume less cereals per head because, with 
their increase of resources, they consume more 
meat, which pro tanto displaces the cereals. 


These sentences are extracted from a 
memorandum written by Giffen, “The Real 
Agricultural Development of the Last 20 


* Vol. LV (April, 1947), 152 ff. 


2“There are however some exceptions. For in- 
stance, as Mr. Giffen has pointed out, a rise in the 
price of bread makes so large a drain on the resources 
of the poorer labouring families and raises so much 
the marginal utility of money to them, that they 
are forced to curtail their consumption of meat and 
the more expensive farinaceous foods: and, bread 
being still the cheapest food which they can get and 
will take, they consume more, and not less of it. 
But such cases are rare; when they are met with 
they must be treated separately” ([3d ed., 1895], 
Pp. 208). 





Years,” printed as Appendix V to the Final 
Report of the Royal Commission on A gricul- 
tural Depression’ In this memorandum 
Giffen contrasts the growth of populations 
in a number of countries from 1873 to 1893 
with the relative growth in the areas under 
wheat and other cereal crops and the num- 
bers of livestock. He freely admits, however, 
that the comparison is by no means exact, 
and the inference he draws is essentially a 
broad generalization rather than a piece of 
deductive reasoning. 

It may well be that Giffen has written 
elsewhere on similar lines—it will be noted 
that Marshall is not quoting this passage 
exactly, for he speaks of the effect of a rise 
in price, while Giffen only refers to a fall— 
but the fact that the memorandum is dated 
“8.1.95” and that the third edition of the 
Principles (in which the reference appears 
for the first time) also appeared in that year 
affords an a priori reason for believing that 
this was the origin of Marshall’s paragraph. 


II 


Professor Stigler divides his examination 
of the empirical evidence into two parts: 
(a) time-series data and (5) family-budget 
data. 

a) Time-series data——In his Table 1 
Stigler lists the per capita wheat consump- 
tion (in pounds) and the price of British 
wheat (per quarter) for the crop years 1889- 
1904. The consumption figures equal “do- 
mestic production plus net imports minus 
increase in firsthand stocks (those in the 
ports) minus seed and grain unfit for 
milling.” Stigler’s aim seems to be to test 
the hypothesis of a positive sloping demand 
curve from these figures. But it is difficult to 
see how he could possibly hope to do this for 
the following reasons. 

1. How does Stigler know he has a de- 


3 Cmd. 8540 (1897). 
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mand curve at all? A mere list of prices and 
quantities may equally well refer to a supply 
relationship. 

2. These data relate to wheat and not to 
bread, which was the subject of Marshall’s 
contention.‘ To obtain bread data, it would 
be necessary to convert the figures into 
flour, allow for any export of items contain- 
ing flour (e.g., cakes, biscuits), and then try 
to estimate the relative quantities of flour 
entering into bread and other foods. While 
it might be possible to make a reasonable 
estimate of the first two steps,5 the third 
would be, to some extent, guesswork® in the 
light of the information available. 

3. The prices quoted are those of British 
wheat (not even a mean of British and im- 
ported). These prices are extracted from the 
London Gazette and are essentially wholesale 
prices. It is hard to see the significance 
either of these or of wheat quantities for a 
final consumers’ demand curve. And no one 
to my knowledge has ever postulated a 
positive intermediate curve for wheat. Nor 
can it be claimed that wheat prices moved 
pari passu with bread prices, as can be seen 
if the two series are compared.’ 

4. No allowance is made for income 
variations, for prices of substitutes, or for a 
time trend. It is not true, as Stigler alleges, 
that information on incomes is not avail- 
able. Data are available on taxable incomes 
in Stamp’s British Incomes and Property (p. 
319) and on wages and other elements in 
Bowley’s Wages and Income since 1860 (pp. 
76 and 92). It is true that these are rough, 
but at least they are better than nothing. 


‘It must be pointed out that Giffen himself 
slurred over this question in the passage quoted. 


5A. W. Flux showed how calculations could be 
made for 1907 and 1909-13 (Food Supply of the 
United Kingdom |(Cmd. 8421 (1917), Appendix 
VIII). 

* Even the estimates of the 1920’s are very con- 
jectural (see Royal Commission on Food Prices: 
First Report [Cmd. 2390 (1925)], p. 21, and Final 
Report Third Census of Production (“Bread and 
Biscuits Section’’]). 

7Bread prices for 1875-1908 are given in 
Statistical Tables Relating to British and Foreign 
Trade (Cmd. 4954 [1909]), pp. 192-93. 





Even if all the above deficiencies could 
be remedied, it is hardly likely that any 
evidence about a positively sloping demand 
curve would be obtained. For, even if this 
hypothesis were true in the case of the work- 
ing classes, it might well not hold for the 
community as a whole and therefore could 
not be brought out in any aggregate con- 
sumption statistics. It is certainly not pos- 
sible to obtain time-series data for the 
United Kingdom of working-class consump- 
tion only. These arguments, of course, apply 
a fortiori if we consider the poorer laboring 
families only as Marshall did. 

b) Family-budget data.—In his Table 2, 
Stigler examines the budget data collected 
in the Board of Trade inquiry of 1904 and 
deduces that the income elasticity of de- 
mand is small and positive. In his analysis, 
however, he makes no allowance for the fact 
that the average size of family increases the 
farther one goes up the income range.® If 
allowance is made for this, by taking con- 
ventional man-values for children, the argu- 
ment for a positive income elasticity is 
weakened. This is particularly so if the 
upper-income range is neglected, and we are 
warned? that the number of adults living at 
home in this group is larger than in the 
others and also that the children are older."® 
All in all, it cannot be said that these re- 
turns yield any very convincing conclusions 
about income elasticity. 

It is interesting to note that, about the 
same time, an investigation into agricul- 
tural laborers’ families showed some evi- 
dence for a negative income elasticity.” 
Weekly expenditure on bread and flour was 
found to be 2/10} in the north and 3/o 3d. 


8 Numbers of children in families having average 
incomes of 21/4$d., 26/11}d., 31/11}d., 36/6}¢d., 
and 52/o}d. were, respectively, 3.1, 3.3, 3-2, 3-4) 
and 4.4 (British and Foreign Trade and Industrial 
Conditions |Cmd. 2337 (1905)], p. 5). 

° Ibid., p. 4. 

© Tbid., p. 6. These points are also detailed in 
Report of the Committee on Cost of Living (Cmd. 8980 
{r918]), Appendix I. 

* Report on Wages and Earnings and Conditions 
of Agricultural Labourers (Cmd. 2376 [1905]), 
Appendix VIII. 





in the midlands (the high wage areas) and 
3/10d. in the east and 3/ro}d. in the south 
and southwest (the low wage areas). The 
sample was only a small one (114 returns), 
however, and it would be unwise to rely on 
it too much. 

Stigler also quotes the English budget 
data given by Allen and Bowley” as evi- 
dence against the idea of negative income 
elasticity. But it should be noted that their 
calculations do not measure the ratio of pro- 
portionate changes in bread expenditure to 
proportionate changes in income or total 
expenditure but only relate cereals to all 
food expenditure. Therefore, in so far as food 
expenditure is a decreasing function of in- 
come (which is revealed by the individual 
budgets), the calculated “income elastici- 
ties” are too high. Nor can it automatically 
be assumed that cereals expenditure closely 
follows bread and flour expenditure. And, 
again, the small size of the samples involved 
must be pointed out. 

It may be noted that the most recent 
and comprehensive English budget studies 
have produced rather better evidence than 
before about negative income elasticities of 
demand. The results of the 1937-38 Min- 
istry of Labour inquiry into weekly ex- 
penditure of working-class households'’ 
showed that, when due allowance is made 
for variations in family size,’4 weekly bread 
and flour expenditure per ‘“‘equivalent man” 


% Family Expenditure (London: D. S. King, 
1935), pp. 34 fi. 


13 Ministry of Labour Gazette, December, 1940; 
January, 1941; and February, 1941. 

4 The values taken were: males (over fourteen) = 
1, females (over fourteen)=.83, children (under 
fourteen) =.6. 
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fell from 16.od. in agricultural families to 
13.5d. in industrial families, while average 
income per “head” rose from 18/6}d. to 
27/63d. And a comparison between rural's 
and industrial budgets shows average bread 
and flour expenditures of 15.1d. and 13.5d. 
per “head” and average incomes of 16/9d. 
and 27/63d. per “head.” Furthermore, the 
study made by Massey” showed that, for 
the four groupings of families with succes- 
sively higher incomes, weekly bread and 
flour expenditure was, respectively, 10.4d., 
10.1d., 10.2d., and 10.0d. per “equivalent 
male,’"? although, once again, attention 
must be drawn to the smallness of the 
sample in the two upper-income groups. 

Therefore, some evidence does exist 
about negative income elasticities of de- 
mand for bread, although, of course, it is 
not sufficient to prove that the demand 
curve of any section of the community is 
positively inclined.** In fact, the ghost that 
Giffen raised may not be very substantial, 
but at least it has not been laid by the argu- 
ments of Professor Stigler. 


DEPARTMENT OF APPLIED ECONOMICS 
CAMBRIDGE, ENGLAND 


1s These may not be accurate, since only 366 
families were covered compared with 1,491 agri- 
cultural and 8,905 industrial families. 


6“The Expenditure of 1360 British Middle- 
Class Households in 1938-9,’’ Journal of the Royal 
Statistical Society, CV, Part III, 159 ff. 


*7 Assuming the same standards of equivalence 
as before. 


®To satisfy this, it would be necessary that 
kn > (1 — k)o, where & is proportion of income 
spent on bread, 7 is income elasticity of demand, and 
o is weighted average of all elasticities of substitu- 
tion between bread and other commodities. 
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A REPLY 


GEORGE J. STIGLER 


R. A. R. PREST seeks both to allay our 
M curiosity by revealing the whereabouts 
of Giffen’s hint on the positively sloping de- 
mand curve for wheat and to arouse it by 
defending the empirical validity of the para- 
dox. I shall comment briefly on both en- 
deavors. 

The passage of Giffen’s memorandum in 
which Mr. Prest finds the paradox does not 
contain it, as the reader should verify. And if 
he turns to the original—a two-page affair 
plus some statistical tables on agricultural 
outputs (but not prices)—he will find no 
reason for reading the paradox into the pas- 
sage." The entire discussion relates to the 
European-populated countries, not to Eng- 
land. Giffen apparently argues—he is far 
from clear—that the increased cheapness of 
meat has reduced the demand (curve) for 
cereals.? There is no reference to working (or 
income) classes or to the cost of wheat being 
a large proportion of a poor man’s budget. 

* Appendix to the Final Report of Her Majesty’s 
Commissioners A ppointed To Inquire into the Subject 
of Agricultural Depression (C.-8541 [not 8540)), 
PP. 73-74- 

2In the Commission’s majority report (C.-8540 
[1897], p. 86), of which Giffen was a signer, the 
memorandum is digested as follows: 


“...a memorandum submitted by Sir Robert 
Giffen (see Appendix V.), in which he suggests that 
the decline in the price of wheat itself may be partly 
attributed to the great increase in the supply and 
consumption of meat during the last 20 years, 
which has either diminished the demand for wheat 
per head among the people consuming wheat, or 
has checked the increase of that demand, which 
might have been expected to follow a great decline 
in price.” 

In his memorandum Giffen sums up: 

“Altogether, therefore, it is evident that the 
distinguishing characteristic of agricultural pro- 
duction and consumption in the last 20 years has 
been the growth of the production and consumption 
of beef, mutton, and pork, and that in this lies the 
explanation of the slower relative growth of cereals, 
and the great decline in the price of cereals. The 
latter has been subjected to a new indirect competi- 
tion of a most formidable kind” (op. cit., p. 74). 





All that one can find is a statement of the 
negative income elasticity of wheat. And 
that is simply not enough. 

But this reference led me to read the evi- 
dence Giffen gave before the Royal Com- 
mission on Agricultural Depression, where I 
found more mystery. On April 26, 1894, 
George John Shaw-Lefevre addressed ques- 
tion 18,082 to Giffen: ' 

I do not know whether you have examined 
the figures of the prices of wheat and the re- 
sults per acre of land in England. I think it 
showed that 1879 was the first time when the 
prices of wheat did not rise in proportion to the 
deficiency of the harvest? 


This comes fairly close to: “Is there a Gif- 
fen paradox, Giffen?” The reply: 

I cannot say that I observed that in par- 
ticular, because I think about that time the 
question of the deficiency of the English harvest 
was becoming less and less important, owing to 
the intercommunication with foreign countries 
and the diminution of the crop of wheat in this 
country itself in proportion to the total con- 
sumption. I should not like to go into that 
without examining it.3 


Thus, in 1894, Giffen refused an invitation 
to state the paradox which, some eighteen 
months later, Marshall attributed to him. 

We recall that Marshall, in his corre- 
spondence with Edgeworth, said, “Ever 
since I saw Giffen’s hint on the subject, I 
have set myself to [study the consumption 
of breadstuffs],”’ and these studies certainly 
predate 1893.4 Hence Giffen’s hint must 
have appeared before 1893; this is probable 
in any event, for Marshall was not one to 
rush into print with a new idea. In the light 

3 Minutes of Evidence, Royal Commission on A gri- 
cultural Depression, I1 (C.-7400-II), 139. 


4For the quotation see Memorials of Alfred 
Marshall (London: Macmillan & Co., 1925), p. 438. 
Evidence of his study of breadstuff consumption 
will be found in his comments on Higgs’s “Work- 
men’s Budgets,” Journal of the Royal Statistical 
Society, LVI (1893), 286-88. 
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of Giffen’s testimony in 1894, it is now vir- 
tually certain that he never gave direct evi- 
dence for the paradox. One may also enter- 
tain strong doubts that Giffen, who was not 
a subtle analyst, ever realized that he had 
hinted the paradox, and it would probably 
be more just (to him as well as to Marshall) 
to call it ““Marshall’s paradox.” 

The second part of Mr. Prest’s note con- 
tains a detailed criticism of my analysis of 
the empirical evidence. The subject does not 
justify a lengthy commentary, so I shall 
make only three remarks. 

First, the burden of proof is on the pro- 
poser of a paradox—a paradox is “refuted” 
until it is proved. My empirical studies were 
designed to supply the type of evidence that 
Marshall should have given (and Giffen con- 
ceivably, but only conceivably, gave), and 
they failed to upset—indeed, they tended to 
confirm—the presumption of a negatively 
sloping demand curve for wheat or bread. 
Mr. Prest, it seems, would like to reverse the 
burden of proof, but he may not.s 

Second, Mr. Prest has taken undue lib- 
erty in interpreting the paradox. He con- 
demns a portion of my analysis because it 
deals with wheat instead of bread, although 
Marshall (and Giffen, if we could accept 
Prest’s reference) used wheat in his parlia- 
mentary memorandum and correspondence.® 


SE.g., the rank correlation of per capita im- 
ports plus domestic production (and minor items) 
with current price was —.15; this is objected to 
because the procedure may lead to either a supply or 
a demand curve. Assuming that I have found a 
supply curve (and such a supply curve!), how is the 
evidence for the paradox increased? But, of course, 
Mr. Prest really believes that I have a demand 
curve; otherwise he would have desired to add prices 
of other crops, exchange rates, etc., and not incomes 
of British consumers, to the analysis. 


* And rightly, for at this time surely a large 
proportion of all bread was baked in the home. The 
contemporary American proportion was at least 
one-half. Quite aside from the present controversy, 
Mr. Prest should elucidate the details of his state- 
ment that the demand curve for wheat can have a 
negative slope and that of flour or bread a positive 


slope. 


Mr. Prest condemns this analysis also be- 
cause I studied aggregate demand instead of 
the demand of the working classes, although 
Marshall (and Giffen, if we could accept 
Prest’s reference) referred to aggregate de- 
mand in his parliamentary memorandum 
and correspondence.’ 

Finally, Mr. Prest is so preoccupied with 
listing factors that may qualify my conclu- 
sions that he has not undertaken the more 
important task of assessing the magnitude 
and direction of these effects. My final con- 
sumption series was given on a crop-year 
basis, but, in preliminary analysis of calen- 
dar-year data, I examined possible sources 
of trouble. I did not use import prices along 
with British prices (since the former were 
not available to me on a crop-year basis) 
but, on a calendar-year basis, the rank corre- 
lation between the two price series is .96 for 
1890-1904. I did not use Bowley’s wage 
series (in part because it was not available 
on a crop-year basis), but, in a multiple re- 
gression analysis of calendar-year data, it 
did not alter the conclusions.* I did not take 
into explicit account the trifling variation of 
family size among income classes in the 
1904 budgetary study, nor did I take into ac- 
count the offsetting and trifling variation in 
food purchased and consumed outside the 
home. 

In Mr. Prest’s note it is not made clear 
whether he believes that the demand curve 
for wheat was positive in slope in either the 
period to which Marshall referred or the 
1930’s (from which he quotes several budg- 
etary studies). But, should he believe it for 
either period, we shall welcome the proof, 
the burden of which will be upon him. 


CoLuMBIA UNIVERSITY 


7 And correctly, for the working classes dominate 
the market, especially when (as the argument as- 
sumed) the income elasticity is negative. 


8 And the prices of substitutes cannot be impor- 
tant on the Marshallian hypothesis that there are 
no good substitutes. 
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BRITISH INVESTMENTS IN LATIN AMERICA, 1939 


J. FRED RIPPY 


HE year 1939 marked the beginning of a 
1% very serious crisis for the British Isles, 
the British Empire, and British capitalists 
with investments overseas. Capitalists of the 
United Kingdom and Canada not only felt 
the heavy impact of the second World War 
but often encountered a surging economic 
nationalism, especially in some of the Latin- 
American countries. The decline in their 
Latin-American investments, relative since 
the first World War and absolute after 1931, 
was rapidly accelerated. The value and char- 
acter of their properties in Latin America at 
the end of 1939 are therefore topics of pe- 
culiar interest and significance in the long 
history of their investments in the region." 

The South American Journal estimates 
British investments in Latin America at the 
end of 1939 at £1,127,904,305: government 
bonds, £324,149,858; economic enterprises, 
£803,754,447, with £477,765,391 of the last 
sum in railways, £12,753,348 in shipping, 
£8,977,630 in banks, and £304,258,078 in 
miscellaneous investments. The Journal 
does not distribute this £304,258,078 among 
the component subdivisions of the large mis- 
cellaneous group, but the major part of it 
was invested in public utilities; petroleum, 
mining, and nitrate companies; agricultural, 
pastoral, and real estate organizations; and 
manufacturing and trading firms. More 


* This analysis is based mainly upon data ob- 
tained from the South American Journal (London), 
CXXVII (January 20, 1940), 42-44 ef passim, and 
ibid., CXXXIX (January 12, 1946), 13-14; and 
The Stock Exchange Official Year-Book (London) for 
1939 and 1940, which describes government bonds in 
the alphabetical order of issuing countries and Brit- 
ish companies in the alphabetical order of their 
names, but lists them under various classifications 
—railways, shipping, banking, mining, petroleum, 
and so on (for this reason, and in order to conserve 
space, specific citations are omitted here). Other 
sources of information, however, such as Moody’s 
manuals and the reports of the Council of the Corpo- 
ration of Foreign Bondholders, have been consulted. 
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than 71 per cent of the total British capital 
was in economic enterprises, which num- 
bered around 480, and more than 40 per cent 
was in railways alone. The investment in 
economic organizations other than railroads 
was slightly larger than the investment in 
government securities. 


TABLE 1 


BRITISH INVESTMENTS IN LATIN AMERICA 
END OF 1939, ALL TYPES: DISTRIBUTION 
AND DIVIDENDS BY COUNTRIES 

















Average 
Country Investment anual 

Return 

(Per Cent) 
Argentina......... £ 428,518,172 2.56 
are 260,790, 683 0.42 
DD ritchie wad 172,573,838 °. 28 
Chile. ... 85,878,232 1.75 
ee 39, 281, 186 2.82 
ear dwdaucen 34,403,941 1.06 
irik ncaunen 29,321 , 862 1.07 
Venezuela......... 18,888, 408 7.35 
Guatemala........ 10,738,300 1.92 
See 5,797,087 1.35 
SS” ee 4,701,600 2.51 
| 4,481,469 7.27 
Ecuador. 4,363,609 3-77 
Paraguay 3,185,080 1.67 
Honduras......... 1,728,400 Nil 
E] Salvador........ 1,105,240 Nil 
Nicaragua. ....... 416,220 4.00 
Latin A merica: 

NN do om ain £ 8,997,630 2.25 
Shipping... . 12,753,348 4.65 

; eee £1 , 127,904,305 1.60 











Table 1 gives the distribution of British 
capital among the various countries and the 
average yield.” Well over a third of the total 


2 The South American Journal does not describe 
fully and clearly the basis of its estimates. It seems 
evident, however, that the totals given do not repre- 
sent actual capital invested but rather nominal val- 
ues: either the market value at the end of 1939 or 
the face value of the government bonds and the par 
value of the corporate securities. No account is taken 
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was in Argentina and considerably more 
than half in Argentina and Brazil; Mexico, 
Chile, and Uruguay accounted for more 
than a fourth. The best annual returns, 
however, came from countries like Vene- 
zuela, Bolivia, Nicaragua, and Ecuador, 
where the investment was comparatively 
small and in economic enterprises other than 
railroads. 

Information required for a rough classifi- 
cation of the investment in each of the 
twenty republics has not been obtained. 
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lic utilities, and manufacturing in Ecuador.! 
Taking no account of the capital in banking 
and shipping—which has not been appor- 
tioned among the various nations, and prob- 
ably could not be accurately distributed 
even by the investors themselves—the in- 
vestment in government bonds exceeded the 
investment in economic enterprises in only 
two of the nine countries considered in the 
table; namely, Colombia, where the excess 
was small, and Brazil, which accounted for 
nearly half of the total British capital in- 


TABLE 2 
BRITISH INVESTMENTS IN LATIN AMERICA, END OF 1939 


ACCORDING TO COUNTRY AND TYPE 


























| 
Country Total Government Economic Relleegs 
. Investment Bonds Enterprises 
Argentina | £ 428,518,172 £ 64,031,246 | £364, 486,926 £264, 589,588 
Brazil. . eau 260, 790,683 158,528,518 92,262,165 37,402,562 
Mexico ene 172,573,838 38,597,130 | 133,976, 708 89,541,495 
Chile. . . 85,878, 232 25,360, 763 60,517,469 20,351,500 
Uruguay.... ban 39,281, 186 18,566,711 20,714,475 14,727,138 
a ee 34,403,941 2,580,700 31,823,241 29,197,661 
Poeru.... ‘ 29,321,862 6,370,390 22,951,472 (?) 
Venezuela... a Sieaten 18,888, 408 None 18,888,408 2,527,626 
eo eee 5,797,087 3,252,480 | 2,544,607 2,005,444 
Latin A merica: 
Banks. .... bes £ 8,997,630 foe jhiccanel IE? Be vaeacascweses 
Shipping. . oe 32,753,348 |...... ead 8 SN OR eererereere. © 
Total £1,127,904,305 | £324,149,858 | £803,754,447 | £477,765,301 











Table 2 presents a comparison of the capital 
in government bonds and economic enter- 
prises in nine of them. As for the rest, the 
investment was in government bonds in 
Honduras; mainly in government securities 
and railways in Guatemala, Costa Rica, El 
Salvador, and Paraguay; about equally di- 
vided between railways and other economic 
activities in Bolivia; mostly in mining in 
Nicaragua; and mainly in agriculture, pub- 


of Haiti, the Dominican Republic, and Panama, or of 
firms trading no securities on the London Stock Ex- 
change; but these omissions are of comparatively 
little importance. Earnings were better than the 
table indicates; owners of government bonds prob- 
ably had bought them at reduced prices, and cor- 
porate securities probably contained some “water.” 





vested in government issues. The aggregate 
for government securities was less than the 
total for railways alone in five of the nine: 
Argentina, Mexico, Cuba, Peru, and Vene- 
zuela. 

The railroad investment was considerably 
larger than the investment either in govern- 


3 The total for railroads is actually considerably 
larger than the figure given in the table, which does 
not include the lines owned by the Peruvian Corpo- 
ration or the Saman4 and Santiago Railway in the 
Dominican Republic. Classifying the capital of the 
Peruvian Corporation with the miscellaneous group, 
the South American Journal estimates British capi- 
tal in Peruvian railways at only £82,858; actually 
the total should be around £20,000,000 (see The Stock 
Exchange Official Y ear-Book for 1940, under “Peruvi- 
an Corporation’’). 
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ment bonds or in all other economic enter- 
prises. More than s5 per cent of the total in 
railways was invested in eighteen organiza- 
tions in Argentina, more than 18 per cent in 
sixteen enterprises in Mexico, and approxi- 
mately another 8 per cent in thirteen or- 
ganizations in Brazil. Most of the rest was 
in Cuba, Chile, Peru, and Uruguay; but 
British capital was invested in railways in 
every Latin-American country except Haiti, 
Panama, Honduras, and Nicaragua, and ina 
total of eighty-five or more companies. Brit- 
ish capitalists had only minority holdings, 
however, in twenty-five of these. 

They had investments in at least fourteen 
maritime shipping firms engaged primarily 
in the Latin-American carrying trade and in 
facilitiess for handling waterborne cargo in 
Buenos Aires, Montevideo, Havana, and 
practically all the leading ports of Brazil. 
They also owned a line of steamers on Lake 


‘This and the following description of British 
companies and types of investment is based on The 
Stock Exchange Official Y ear-Book for 1939 and 1940. 
Although the South American Journal does not list 
the investments taken into account in making up its 
total for economic organizations, presumably it was 
essentially the same as described here, since the 
Journal excluded firms which traded no securities on 
the London Stock Exchange. In any case, it is likely 
that the variations in the two lists will not be suf- 
ficient to distort the general view here presented. 
Investment banks, insurance companies, and mo- 
tion-picture firms are not included in my analysis 
because I have not succeeded in obtaining adequate 
information concerning their Latin-American in- 
vestments; but they were probably insignificant, and 
I suspect that they were not considered by the edi- 
tors of the Journal. Rough calculations based upon 
the capitalization of the lists of enterprises compiled 
from The Stock Exchange Official Year-Book indicate 
that the British investment in economic organiza- 
tions was approximately the same as the aggregate 
given by the South American Journal, and I am con- 
fident that its estimates are as trustworthy as any 
that might be derived from the Year-Book. Until 
aggregates of actual investments are available—and 
they probably will never be available—the investi- 
gator will have to be content with approximate 
estimates of nominal values. 


SIt is likely that some of the latter were not in- 
cluded in the South American Journal’s estimated 
nominal aggregate of £12,753,348 for shipping. The 
total of enterprises for this local group was twenty- 


seven. 





Titicaca and had capital in a company oper- 
ating on the Rio de la Plata and its tribu- 
taries. 

British-financed public utility enterprises 
—submarine cables, telephone exchanges, 
wireless systems, gas plants, waterworks, 
sewers, tramways, electric-power plants— 
numbered approximately a hundred and 
twenty-eight. They were operating in four- 
teen Latin-American countries; but most of 
the electrical utilities were concentrated in 
Argentina, Brazil, Venezuela, and Mexico. 
The British held only a minority invest- 
ment, however, in nearly half of the hundred 
and twenty-eight: capitalists of the United 
States® had a controlling interest in some 
thirty, and the Argentine and Brazilian gov- 
ernments and European investors controlled 
even more; a major interest in several utili- 
ties was held by Canadians. 

Capital engaged in mining was invested 
in forty-seven companies: twelve in Mexico; 
eleven in Colombia; five each in Bolivia, 
Brazil, Venezuela, and Peru; four in Central 
America; two in Chile; and one operating in 
both Chile and Peru. British capitalists were 
no longer dominant in the Chilean nitrate 
fields. Both the Chilean government and the 
Guggenheim interests were large partici- 
pants in the nitrate business, which had 
been complicated since the first World War 
by the growing importance of synthetic ni- 
trates. Production and trade in Chilean 
nitrates were largely controlled by five or- 
ganizations. The British owned an interest 
in each of these but had a majority invest- 
ment in only one or two of them. 

British-financed petroleum enterprises 
operating in Latin America at the end of 
1939 numbered some fifty-one, the most im- 
portant of them being subsidiaries of British 
Controlled Oilfields, Ltd., the Royal Dutch- 
Shell combine, and the closely related Cana- 
dian Eagle Oil Company, Ltd. Capitalists 
of the United Kingdom or Canada also had 
small investments in a few operating com- 
panies controlled by the giant organizations 
of the United States. The main centers of 


6 International Telephone and Telegraph Corpo- 
ration and Electric Bond and Share Co. 
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exploitation were in Venezuela, Peru, Ecua- 
dor, and Colombia. The British investment 
in Mexico had been transformed into claims 
against the Mexican government, which had 
seized their oil properties early in 1938. 

British capital in real estate—ranching, 
farming, trading in lands, and extraction of 
forest products—was invested in forty-six 
companies. Some twenty of these were in 
Argentina, twelve in Brazil, and five in 
Mexico. Others were active in Paraguay, 
Chile, Bolivia, and Ecuador. Most of the 
forty-six were engaged in growing coffee, 
cotton, and fruits, in raising livestock, and 
in cutting timber for tanning and construc- 
tion materials. 

The British investment in banks and 
other financial organizations included nine 
commercial banking firms and nineteen 
mortgage, loan, and trust companies.’ Three 
of the commercial banks were controlled by 
Canadians, one by the Mexican govern- 
ment, one by the Colombian, and one by the 
state government of Sao Paulo. The only 
organization in the group controlled by capi- 
talists of the United Kingdom was the Bank 
of London and South America, Ltd.; but 
this was a huge firm which furnished bank- 
ing facilities in the majority of the Latin- 
American countries. The mortgage, loan, 
and trust companies were operating mainly 
in Brazil and the River Plate republics and 
were all controlled by capitalists of the 
British Isles. 

Of the fifty-six or more British-financed 
enterprises in the manufacturing and trad- 
ing group, the vast majority were engaged 
principally in manufacturing and process- 
ing.* Most of them were operating in Argen- 
tina, Brazil, Uruguay, Chile, Peru, and 
Mexico; but a few were located in Cuba, 


™The South American Journal’s estimate for 
banking, £8,997,630, probably included only the 
investment in commercial banks and perhaps not all 
of the Canadian investment even in these (see the 
appendix to this article). 


* There may have been many more trading com- 
panies with small investments in sales or purchasing 
organizations in Latin America; they are difficult to 
identify from the descriptions given in investment 
manuals. 
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Ecuador, Venezuela, Colombia, and one or 
two other countries. Among them were 
packing-houses and meat-extract factories; 
flour and textile mills; chemical and phar- 
maceutical establishments; rubber and cork 
factories; cement plants; tobacco factories; 
saltworks; and breweries, distilleries, and 
wineries. 

The reduced miscellaneous group in- 
cluded an investment in properties con- 
trolled by the Benedictine Order in Rio de 
Janeiro, in a transport agency operating in 
Argentina, and in two or three construction 
firms. More important than these, however, 
were four others: Bolivian General Enter- 
prises, Ltd., with land and other invest- 
ments; the Ecuadorian Corporation, Ltd., 
with capital in lands, trading companies, a 
brewery, a cement plant, and electrical utili- 
ties; the South American Assets Company, 
Ltd., which owned a block of securities in an 
Argentine railroad and ranches and livestock 
in both Argentina and Paraguay; and the 
Peruvian Corporation, Ltd., with invest- 
ments in railways, lands, and lake steamers. 

Although British investments in Latin 
America had been gradually decreasing 
since 1931, they were still larger at the end 
of 1939 than investments from the United 
States.* They withstood the shocks of the 


9 Investments of United States citizens in Latin 
America at the end of 1940 amounted to approxi- 
mately $3,692,000,000, with $986,291,000 in govern- 
ment bonds and $2,705,709,000 in economic enter- 
prises, which numbered (including British Hondu- 
ras) 1,079: around 157 in transportation and public 
utilities, some 82 in mining and smelting, 104 in 
petroleum, 88 in agriculture and livestock, some 235 
in manufacturing, approximately 229 in distribu- 
tion, and some 184 in a broad miscellaneous group 
which included shipping and port facilities, banking 
and finance, insurance, amusements (mainly motion- 
picture organizations), real estate (other than agri- 
cultural and pastoral), advertising, printing and 
publishing, engineering and other professional, and a 
few enterprises classified in this group in order to 
conceal confidential information (see Seymour E. 
Harris [ed.], Economic Problems of Latin America 
[New York, 1944], p. 22, and United States Depart- 
ment of Commerce, Bureau of Foreign and Domestic 
Commerce, Economic Series No. 20 [Washington, 
1942], pp. 13, 42). 

These statistics on economic enterprises from the 
United States, published by the Department of 
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first World War and its chaotic aftermath 
remarkably well. The impact of the second 
global conflict was far more devastating. 
British holdings were decidedly reduced, 
and British capitalists, especially capitalists 
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of the United Kingdom, seem to have been 
relegated to a minor position in a region 
where they had been dominant among for- 
eign investors for more than a century."® 


APPENDIX 
NOTES ON BRITISH COMMERCIAL BANKS IN LATIN AMERICA 


For almost a century the British have played 
an important part in commercial™ banking in 
Latin America. They founded and managed 
several of the first successful commercial banks 
of the region, and, although their relative 
participation has declined since the first World 
War, they have continued to occupy an im- 
portant place in this type of economic activity 
in many of the Latin-American countries. Their 
investment in commercial banks operating in 
Latin America was over three million pounds 
sterling by the end of the year 1876," more than 
eighteen million at the close of 1913,"3 nearly 
nine million at the close of 1939,*4and more than 
four million as late as the end of 1945.5 Yet, not 
Commerce, are probably more complete than I have 
been able to obtain for British holdings—namely, 
somewhat less than 500, excluding investment 
banks, insurance companies, the cinema, and firms 
trading no securities on the London Stock Exchange 

but I am confident that British-financed enter- 
prises were outnumbered two to one by those 
financed by United States capital. The British total 
was larger mainly because of their huge investment 
in railroads and government bonds. 

‘e Estimates published by the South American 
Journal, CXXXIX (January 12, 1946), 13-14, dis- 
close a rapid decline in the aggregate nominal value 
of British investments since 1939. The estimate for 
the end of 1945 was £920,252,266; the estimate for 
the end of 1946 (ibid., CXLI [January 22, 1947], 18 
and 25) was £887,454,945; the total will probably 
fall to £500,000,000 by 1948. 

"It is likely that the role of British investment 
banking and other financial institutions—trust and 
loan companies, for instance—was of even greater 
significance. 

'? The Stock Exchange Year-Book (London) for 
1876 and 1877. 

'3 Jbid., for 1913 and 1914. 

4 Ibid., for 1939 and 1940. 

'S Ibid., for 1944 and 1945. These are minimum 
figures; they are the aggregates for paid-up capital 
stock; apparently they do not include the Canadian 
investment in commercial banking in Latin America, 
an investment which began shortly after 1900. 





withstanding its evident significance, British 
banking in Latin America has received scant 
attention from the economic historians, who 
seldom mention the most convenient sources of 
information." The following lists give the names 
of the banks in which the British had invest- 
ments, the dates when they were established 
(in parentheses), and, in most cases, the paid- 
up capital stock of each. 


BRITISH INVESTMENTS IN COMMERCIAL 
BANKS IN LATIN AMERICA" 


END oF 1876 


1. Anglo-Peruvian Bank, Ltd. (1873); £751,000 
2. English Bank of Rio de Janeiro, Ltd. (1866); 
£500,000 
Succeeded Brazilian and Portuguese Bank, 
Ltd. (1863); branches in Rio, Recife, and 
Santos 
3. London and River Plate Bank, Ltd. (1862); 
£600,000 
Branches in Buenos Aires, Rosario, Cérdova, 
and Montevideo 
4. London Bank of Mexico and South America, 
Ltd. (1864); £500,000 
Branches in Mexico City, Lima, Callao, 
Iquique, and Valparafso 
5. Mercantile Bank of the River Plate, Ltd. (1872); 
£600,000 
Acquired the banking business of Wanklin and 
Co., of Buenos Aires 
6. New London and Brazilian Bank, Ltd. (1871); 
£450,000 
Reorganization of London and Brazilian 
Bank, Ltd. (1862); original title later resumed 


% Namely, the annual issues of The Stock Ex- 
change Year-Book (London) and the South American 
Journal (London). The latter gives the following 
estimates—which probably do not include much, 
if any Canadian capital or quite all of the nominal 
English—of British capital invested in commercial 
banks operating in Latin America: £18,514,537 in 
1913; £8,977,630 in 1939; and £4,040,000 in 1945 
(see LXXVI, 284-85; CX XVII, 42, 44; CXXXIX, 
14). 

‘7 Figures for capitalization include only capital 
stock paid up. 











to 


END OF 1913"* 


. Anglo-South American Bank, Ltd. (1907); 


£2,250,000 
Registered in 1888 as Bank of Tarapac4 and 
London, Ltd.; absorbed Anglo-Argentine 
Bank, Ltd. (1889), in 1900; title was then 
changed to Bank of Tarapac4 and Argentina; 
took over London Bank of South America, 
Ltd., in 1912; branches in Mexico, Cuba, El 
Salvador, Peru, Bolivia, Argentina, and 
Uruguay 


. Banco del Peru y Londres (1897); 500,000 


pounds Peruvian 
Incorporated in Peru; considerable British 
capital 


. Banco Espajiol del Rfo de la Plata (1886) ; capi- 


tal, in pesetas, equivalent to £8,248,349 
Probably some British investment 


. Banco Internacional é Hipotecario de México 


(International Mortgage Bank of Mexico, 
1888) ; capital (unknown) 
British probably hold controlling interest 


. Bank of Montreal (1817) 


Branch in Mexico City and probably in Cuba 


. British Bank of South America, Ltd. (1891); 


£1,000,000 
Reorganization of English Bank of Rio de 
Janeiro, Ltd.; branches in Argentina, Brazil, 
and Uruguay 


. Caja de Prestamos para Obras de Irrigacién y 


Fomento de Agricultura (1908) 
Mexican corporation; the British own stock 
and bonds 


. Commercial Bank of Spanish America, Ltd. 


(1911); £261,417 
Registered in 1904 as Cortés Commercial and 
Banking Co., Ltd., an amalgamation of Lon- 
don Bank of Central America, Ltd. (1894), 
and Enrique Cortés and Co., Ltd.; operations 
confined mainly to Central America 


. London and Brazilian Bank, Ltd. (1862); 


£1,250,000 
Branches in Brazil, Uruguay, and Argentina 


. London and River Plate Bank, Ltd. (1862); 


£1,800,000 
Operates mainly in Argentina and Uruguay 


. Royal Bank of Canada (1869) 


Branches in Cuba, Puerto Rico, and the 
Dominican Republic 


8 Figures for capitalization of Canadian banks 


are not given because their investments in Latin 
America are of minor importance in relation to their 
investments elsewhere, and it has not been possible 


separate the one group from the other. The 


amount of the British investment in No. 7 could 
not be ascertained. 
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END OF 1939" 


. Banco Agricola Hipotecario (1924) 
A Colombian Agricultural Mortgage Bank; 
took over Banco Hipotecario de Bogoté in 
1933; British investment, in mortgage bonds, 
is £2,892,800 
2. Banco do Estado de Sao Paulo (1926) 
A Brazilian bank; British hold bonds of 1927- 
28 to the amount of £2,222,800 
3. Banco Espafiol del Rfo de la Plata, Ltda. (1935) 
Reorganization of a bank with similar name 
founded in 1886 (see No. 3 in list for 1913); 
British investment is probably small 
4. Bank of London and South America, Ltd. 
(1923); £4,040,000 
Originally a consolidation of two of the British 
pioneer banks—London and Brazilian and 
London and River Plate; acquired the assets 
of Anglo-South American (see No. 1 in list for 
1913) in 1936; branches in practically every 
country 
5. Bank of Montreal (1817) 
Branches in the leading cities of Mexico 
6. Bank of Nova Scotia (1832) 
Operates in Cuba, Puerto Rico, and the 
Dominican Republic 
7. Caja de Prestamos para Obras de Irrigacién y 
Fomento de Agricultura (1908) 
Mexican corporation; British hold bonds of 
1908 
8. Crédito Espafiol del Rfo de la Plata (1939) 
Organized to acquire some of the assets of 
Banco Espafiol del Rfo de la Plata, Ltda. (see 
No. 3 of this list); British may hold a minor 
interest 
9. Royal Bank of Canada (1869) 
Branches in Cuba, the Dominican Republic, 
Haiti, Costa Rica, Panama, Colombia, Vene- 
zuela, Peru, Argentina, Brazil, and Uruguay 


UNIVERSITY OF CHICAGO 


19 Capitalization of Canadian banks is omitted 
for reasons given in the preceding footnote; the ag- 
gregate of their investment in Latin America at the 
end of 1939 was probably as large as the investment 
of residents of the United Kingdom in the commer- 
cial banks of the region. Capitalization of banks not 
controlled by the British is likewise omitted; it did 
not seem to be significant for present purposes. It is 
clear that the outstanding British organizations op- 
erating in Latin America at this time were the Bank 
of London and South America and the Royal Bank 
of Canada. 
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FASHION AND MONOPOLISTIC COMPETITION 


PAUL M. GREGORY 


E literature of fashion is volumi- 
nous, but, although much has been 
written on its economic aspects, I 
have seen no adequate treatment of 
fashion in terms of monopolistic competi- 
tion.’ In this connection, style and 
fashion are not synonymous, although 
most writers use these words inter- 
changeably. With reference to clothing, 
style is any distinctive mode of tailoring, 
while fashion is the style prevailing at 
any given time. A style evolves slowly 
and reflects the people’s way of life; 
fashion is a chameleon, ever changing, 
never in vogue long enough to reflect 
basic tastes and habits. Frequent fashion 
changes artificially shorten the period 
during which a style prevails; fashion is a 
parasite on style. A slow change in styles 
represents a true human want; for peo- 
ple weary of sameness; but fashion 
changes create a high rate of obsolescence 
for many kinds of goods, of which the 
classic example is women’s clothing. 


I 


Although there is intense rivalry in 
the production and sale of clothing, 
fashion itself is a pure monopoly element. 
In formal language, fashion changes re- 
sult in monopolistic competition by dif- 
ferentiating the goods of rival sellers, and 


*P. H. Nystrom’s Economics of Fashion (New 
York: Ronald Press, 1928), was written before the 
rigorous concepts of competition and monopoly were 
developed. This book is a valuable and interesting 
study of fashion from the eclectic viewpoint of cul- 
tural anthropology, psychology, and social history, 
and it brings out many facts about the business 
organization of fashion; but it contains little eco- 
nomic analysis and makes no attempt to explain 
fashion in the light of modern economic theory. 
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they create further market imperfections 
by playing upon and reinforcing con- 
sumer ignorance. Let us first examine 
fashion and differentiation. 

The theory of monopolistic competi- 
tion treats only differentiation of goods 
at any given time. Frequent fashion 
changes imply differentiation over time 
(temporal differentiation), as well as at 
a given time. In the realm of fashion 
goods, the theory of monopolistic com- 
petition needs to be modified: Actually, 
producers differentiate their goods from 
all rival brands at any one time, and 
each producer differentiates his own 
brand from the model he was selling last 
season. By means of brands, trade- 
marks, and distinctive styles, sellers try 
to sell more than their rivals or try to sell 
at a higher price; by means of fashion 
changes, sellers try to sell more frequent- 
ly than their rivals. (Of course, in the 
long run, more frequent sales, or repeat 
or replacement sales, mean greater sales 
volume, but there are different implica- 
tions of the two policies, as explained be- 
low.) In the first sense, a distinctive or 
“exclusive” fashion has the same eco- 
nomic effect as a brand or trade-mark: 
it distinguishes a particular product in 
the minds of buyers and creates loyalty 
to a particular producer or seller; it lifts 
the product out of the market for more 
standardized goods and creates a spe- 
cialty which is relatively free from com- 
parative judgment of price, quality, or 
durability. In this sense, fashion is a 
pure monopoly element. In the second 
sense (temporal differentiation) the in- 
cessant emphasis on “newness” makes 








7° 





people dissatisfied with their existing 
clothing and leads them to buy more. 
Although their dissatisfaction is engen- 
dered by obsolescence, they do not nec- 
essarily forsake their original buying 
source. In fact, a producer or seller who 
can point to the “latest” fashions has a 
selling advantage over his rivals; for 
when people are induced to think of 
utility in terms of novelty, they get into 
the habit of replacing their clothes fre- 
quently, and the seller who offers the 
most novelty is preferred to the more 
conservative seller. 

Industry recognizes the importance of 
temporal differentiation. The garment 
industry, the millinery, shoe, glove, and 
other industries which depend on fashion 
for sales volume, use “‘adapters,’’ who are 
not true creators or designers but whose 
function is to evolve dresses, hats, or 
other articles of apparel that are ‘“‘new.”’ 
That is, “these fashions must be defi- 
nitely earmarked for the season in 
which they are current, must have at 
least one talking point—if it is no more 
than a new name for an old color— 
recognizable by even the lowest forms of 
intelligence as different from last season’s 
fashions ....a fashion that will make 
last year’s dress look deader than a 
dodo.’” 

Since brand differences are usually 
trivial in nature, they do not genuinely 
widen the consumer’s range of choice; 
they simply confuse him and impede 
rational choice. Temporal differentia- 
tion has the same effect. Since some of 
the moribund fashions are still displayed 
and purchased, current fashions may in- 
crease the amount or range of differentia- 
tion, thereby confusing purchasers and 
impeding rational choice because the new 
and the old models are likely to differ 


2Margaret Dana, Behind the Label (Boston: 
Little, Brown & Co., 1941), pp. 100-101. 
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only in petty details or even only in 
color. But in the long run free consumer 
choice is more seriously restricted by 
fashion than by ordinary brand differ- 
entiation because merchants do not gen- 
erally carry what are considered un- 
fashionable goods even though people 
may want them. “Where buyers like 
change, style [fashion] sometimes limits 
the range of choice . . . .by prescribing 
limits on the subvarieties of products 
sold at any given time.’’? Many women 
buy and wear the clothing in vogue 
rather than the clothing they want and 
explain it all with the classic comment of 
exasperation: “It’s what everybody is 
wearing. The stores don’t even show any- 
thing else.” Thus fashion limits the 
genuine variety available to consumers 
and at the same time encourages spuri- 
ous differentiation which impedes ra- 
tional choice. And, by taking women’s 
minds off price, quality of materials, and 
workmanship, fashion encourages waste- 
ful buying. 

In still other respects temporal dif- 
ferentiation has more serious conse- 
quences than ordinary brand differentia- 
tion. In the latter case, although a con- 
sumer will insist on his favorite brand— 
even though better or less expensive ones 
are available—he can at least buy several 
units at a time (e.g., a carton of Chester- 
field cigarettes instead of one pack), thus 
saving the time and trouble of continued 
shopping, or taking advantage of a cut- 
rate sale. If he prefers a certain brand 
now, he will probably prefer it later. But 
in the case of temporal differentiation, 
the high rate of obsolescence of fashion 
goods makes people reluctant to buy 
ahead. If styles were more stable and 
fashion changes non-existent, a prudent 


3 A. R. Burns, “The Organization of Industry and 
the Theory of Prices,” Journal of Political Economy, 
XLV (1937), 676. 














buyer could purchase several identical 
items at once (at a sale, or out of sea- 
son), thus saving money and the time 
and energy of shopping as well as being 
able to use one while letting the others 
“rest” and regain their shape or other 
physical properties or be repaired or 
renovated. 

Both brand and temporal differentia- 
tion are reflected by figures such as the 
following: In the case of women’s 
dresses, in 1939-40 the New York mar- 
ket produced one hundred and twenty- 
five thousand models; in dresses above 
$4.75, wholesale, less than three hundred 
dresses per model; below $4.75, less than 
one thousand dresses per model. And in 
1940 one store (Gimbels) produced 
twelve hundred and eighty models.‘ 
Some of these models are from earlier 
seasons; some are “‘new.”’ Fashion as a 
brand or trade-mark (ordinary differ- 
entiation) accounts for some of the 
designs; but fashion as a device to stimu- 
late obsolescence and premature re- 
placement (temporal differentiation) 
must account for the larger part of this 
multiplicity of models, for there could 
be a great variety at any given time, 
without so many models, if a new set 
were not “created” every season. 

Of course, it is impossible for each 
model to be a true innovation. “What- 
ever else this may be, it is not efficiency. 
veuad All the designers in the world, past, 
present, or future, could not produce one 
hundred and twenty-five thousand 
models that had an artistic right to live 
in any one year.” According to the same 
authority, Paris at her zenith never pro- 
duced more than five thousand models a 
season, of which perhaps no more than 
10 per cent ever went into large produc- 

‘*M. D. C. Crawford, The Ways of Fashion (New 
York: G. P. Putnam’s Sons, 1941), pp. 16, 149, 249. 
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tion. According to another estimate, in 
each season two hundred thousand 
models are shown at the Paris openings, 
of which only two hundred may be ex- 
pected to find acceptance in the United 
States, and of these perhaps twenty will 
be copied in all price ranges.® 

Many fashion writers attribute the 
excessive number of models to design 
piracy, and they urge the passage of 
legislation similar to that in France to 
prevent and punish the copying of 
designs. This point is debatable. The 
two American attempts at legal design 
protection—the N.R.A. garment indus- 
try codes, and the Fashion Originators 
Guild of America (F.0.G.A.)—were both 
thrown out by the Supreme Court. The 
International Ladies Garment Workers 
Union—sensibly, in my opinion—has 
eschewed design protection and, in- 
stead, has emphasized greater efficiency 
and better advertising. Since standard- 
ized models have often led to cutthroat 
competition, producers and sellers rely 
on constantly shifting fashions in order 
to have a specialty which takes their 
product out of the more competitive 
market for standardized goods and re- 
moves the article from comparative judg- 
ment. To give legal design protection 
to the creator or owner of a model 
would encourage further differentiation 
of the product and would make the 
market less competitive; for imitations, 
copies and adaptations of “original crea- 
tions” blur the sharp differences which 
are the essence of monopoly power in the 
area of fashion goods. 

Nor does the entire fashion industry 
object to design piracy, although they 
may appear to do so. It is true that a 
print can be registered, with penalties 


Roy Sheldon and E. Arens, Consumer En- 
gineering (New York: Harper & Bros., 1932), pp. 
127-28. 
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for copying it; but a weave cannot be 
registered, and most dress designs are 
easily copied. The fabric manufacturers 
know that such copying goes on all the 
time, and they realize that through copy- 
ing come imitations which boost the sale 
of their fabrics to garment factories and 
large department stores. The Paris 
couturiers—Chanel, Patou, Vionnet, 
Molyneux, Schiaparelli—are the display 
windows for the great French fabric 
manufacturers—Bianchini, Ducharne, 
Rodier—and are heavily subsidized by 
them. “For every good model of a given 
fabric designed and made by a top 
designer, the fabric house will sell many 
times the model’s value in yardage. 
They sell the material not only through 
the designer’s house, but through the other 
houses who copy the model, in Paris, Eng- 
land, South America, the world.’ In 
fact, fashion could not exist without imi- 
tations of high stylesin lower price ranges. 

In one sense, however, design piracy 
in the field of fashion differs from ordi- 
nary trade-mark infringement. Design 
piracy, like trade-mark infringement, 
would increase competition if the copy 
were a perfect one; for it would prevent 
monopoly profit from an “exclusive” 
design and would rapidly dilute the 
profits of innovation.* But in the gar- 
ment industry the copy is seldom per- 
fect. It is usually a vulgarization of the 
original. Often it is frankly called a 
“copy” or an “adaptation,” and is sold 
to a different income group. The haut 
couture prepares originals which are sold 
to the rich, while the garment industry 


7 Elizabeth Hawes, Fashion is Spinach (New 
York: Random House, 1938), pp. 108-9. (Italics 
mine.) 

8 Cf. Edward Chamberlin, “Some Arguments in 
Favor of Trade-Mark Infringement and ‘Unfair 
Trading,’”’ in The Theory of Monopolistic Competi- 
tion (3d ed.; Cambridge: Harvard University Press, 
1938), Appen. E, pp. 218-22. 





on Seventh Avenue, New York, capital- 
izes on the imitative tendency of the 
lower-income groups and taps a different 
segment of the demand curve by empha- 
sizing price appeal as well as (an often 
superficial) style appeal. This is not the 
same as trade-mark infringement, or at- 
tempted trade-mark duplication, through 
which a new firm tries to tap the same 
market in the same price range and to 
huddle under the umbrella of good will 
built up by the original firm through 
sustained advertising. In fashion goods, 
as in many other industries, there is 
excessive (though imperfect) duplication 
but insufficient genuine innovation either 
in quality or in price policy. The latter 
requires imagination and the courage to 
assume risks. 

The waste resulting from temporal 
differentiation in clothing may surpass 
the waste from style changes in many 
other fields, such as annual automobile 
models. In the latter case the consumer 
who trades in his one- or two-year-old 
car in order to buy a new one loses money 
by virtue of annual style changes, but 
to some extent his loss is the gain of the 
used-car buyer, for heavy trade-in sales 
swell the stock of used cars and facilitate 
automobile ownership by lower-income 
groups. But in the case of fashion changes 
in apparel, last season’s clothes are often 
discarded (or left to hang in closets or 
seldom worn) ; few of them find their way 
to lower income groups, either through 
charity or through second-hand clothing 
markets, which are not so highly organ- 
ized as the used-car market. Thus 
fashion in clothing may create greater 
waste than style changes in automobiles, 
socially as well as personally. 


II 


Fashion introduces further elements 
of imperfection in the markets for ap- 
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parel. A perfect market implies rational 
buying, which is impossible where the 
consumer is ignorant of basic market 
facts. Where the customer is a poor judge 
of quality (for example, where rational 
buying requires technical knowledge or a 
highly developed aesthetic sense), pro- 
ducers—by sheer propaganda—can sell 
inferior goods at high prices. The public 
is told that each season’s fashions are 
new, different. But they are not really 
new. “All the filling in is done on the 
same basic patterns... . . It is the proud 
boast of some wholesalers that they 
make up a whole line with only three 
dress patterns. The newness, so loudly 
called for, is new trimming, new collars 
and cuffs, new glass buttons, new 
flowers, and all of this, not too new, 
please.’’ 

The ignorance of consumers in the 
area of fashion is fostered by business- 
men and copywriters who insist that 
fashion is a mystery which only the elect 
can understand. Now, there is nothing 
mysterious or esoteric in designing 
clothes that are truly attractive, func- 
tional, and useful. Fashion seems to be a 
mystery only because it has developed 
with little relation to the public tastes 
and needs. If businessmen were inter- 
ested in genuine style and quality, the 
public would not be so bewildered and 
misled; they would not confuse novelty 
with utility. “The responsibility lies not 
with the public, but with all the branches 
of the fashion world. .. . . Quite a lot of 
the public has good taste and cannot get 
what it wants. If the rest of the American 
public continues to have bad taste, I can 
scarcely see that it is their fault. The 
public taste in clothes is formed by 
what it is exposed to.’’?° 

New fashions are not genuine innova- 
* Hawes, op. cit., p. 211. 

' Ibid., p. 335. 
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tions; if they were, there would be some 
sense in the public’s reliance on the 
tastes of “fashion leaders.”’ (It is all right 
for the public taste to be molded or in- 
fluenced by “leaders,” but those who 
mold tastes should be disinterested. No 
seller is disinterested. He is interested in 
the styles and fashions that yield the 
largest profit, not the largest social satis- 
faction.) In thearea of fashion,asin many 
other industries, businessmen are gener- 
ally lacking in imagination, social vision, 
and daring.They rarely create an entirely 
new product (this requires time as well as 
imagination); they simply vary an exist- 
ing one by selling a different brand or 
model. They seldom experiment with 
very low prices at the bottom of the de- 
mand schedule; they simply cut prices 
a little, or not at all, and trust to the 
forced obsolescence of goods to stimu- 
late repeat sales in the middle and upper 
segments of the demand curve. Klein’s 
dress shop on Union Square, New York, 
demonstrates that retailers don’t have 
to rely on fashion gyrations in order to 
stimulate mass sales. But most sellers 
would rather not cut prices, would rather 
not compete; instead, they use all the 
tricks of fashion to gain customers. 
Another requisite of a perfect market 
is mobility of the factors of production. 
By necessitating highly specialized equip- 
ment, changes in dies and patterns, etc., 
fashion obstructs diversified production 
and reduces the mobility of investment. 
A sudden fashion change may render 
worthless valuable equipment such as 
dress patterns or shoe lasts. Moreover, 
by requiring such highly specialized 
equipment that it cannot be sold except 
at a great loss, fashion makes it harder 
to disinvest capital. And by requiring 
hand-to-mouth buying of materials, 
small-lot production, excessive inven- 
tories, mark-downs of unfashionable 
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goods, and by intensifying the seasonal- 
ity of production and creating excess 
plant capacity, fashion results in great 
waste and inefficiency, which keeps prices 
too high in most cases and wages and 
profits too low in many cases. 

Fashion is a monopolistic element, 
closely related to buyer ignorance and 
fostered by the lure of promised satisfac- 
tions more spurious than real. By play- 
ing upon and reinforcing consumer ignor- 
ance; by providing the shadow instead of 
the substance of variety and consumer 
choice; by taking the buyer’s mind off 
price, materials, workmanship, and dur- 
ability; by encouraging waste in produc- 
tion; by preventing the independent 
development of the public taste; by 
getting the public in the habit of follow- 
ing self-appointed fashion arbiters in- 
stead of relying on their own aesthetic 
values or those of disinterested artists or 
designers; by substituting ars gratia 
pecuniae for ars gratia artis or ars gratia 
populii;—fashion intensifies imperfect 
competition. 

Ill 


Profits from producing or selling 
fashion goods may be monopoly profit, 
profit of innovation, or a reward for 
risk-taking. Producers or sellers who can 
control or influence the trend of fashion, 
and can successfully and permanently 
distinguish their goods, receive monopoly 
profits; their “exclusive” apparel sells at 
monopoly prices." As long as a new 
fashion remains exclusive, its seller can 
obtain profits of innovation: These may 
be diluted by imitators, but by that time 
newer “creations” are developed, and 


™ For example, cotton house dresses, originally 
$3.95, were sold for $19.50 after Mary Lewis, then 
of Best & Company, promoted them as fashionable 
frocks (see Sheldon and Arens, op. cit., pp. 118-19; 
see also the case of ostrich feathers (p. 61), and seal 
skins (pp. 146-49). 





the profits of innovation may be perma- 
nent so long as the stream of new ideas 
does not run dry. (Legal design protec- 
tion would convert profits of innovation 
into pure monopoly profits; it would also 
retard fashion changes by preventing 
imitations.) Finally, those producers and 
sellers who can neither influence the 
fashion trend nor be among the first to 
introduce new designs must anticipate 
the fashion trend. Those who guess cor- 
rectly will receive profits which might 
be considered a reward for risk-taking, 
while those who guess wrong may take 
losses on unsold inventory and mark- 
downs and may also suffer from the 
wastes which result from hand-to-mouth 
buying of materials, seasonal production, 
and other wastes. 


IV 


Lack of space prevents further discus- 
sion of the implications of fashion 
changes. Fashion is intimately related to 
waste in production and consumption, 
to seasonality in production and excess 
plant capacity, to the business cycle, to 
advertising and the maturity of indus- 
try, and, through all these, fashion 
changes impinge directly on consumer 
welfare. In another place I have treated 
some of these ramifications, with em- 
phasis on fashion as a technique for 
creating premature obsolescence in order 
to maintain sales volume in a market 
approaching saturation.” 

Fundamentally, frequent fashion 
changes imply the absence of genuine 
(or workable) competition. If there were 
many sellers of a fairly standardized 
and stable commodity, sellers’ rivalry 

™ P. M. Gregory, “A Theory of Purposeful Obso- 
lescence,”’ Southern Economic Journal, XIV (July, 
1947), 24-45, esp. 39-44. Other aspects of the prob- 
lem are treated in P. M. Gregory, “An Economic 


Interpretation of Women’s Fashions,’ Southern 
Economic Journal, XIV (October, 1947), 148-62. 




















would take the form of price cuts or 
improved quality or both; producers 
would charge less for the same product 
or would sell a better or more durable 
product for the same price, and all 
selling rivalry would be reducible to 
price competition. Most so-called “qual- 
ity competition” in the area of fashion 
goods is really an attempt to stimulate 
sales without reducing prices and with- 
out improving the product. “New” 
fashions seldom change the product; they 
change the mind of the buyer, they make 
her dissatisfied with her existing clothes, 
which therefore become prematurely 
obsolete. Emphasis on shifting fashions 
is an attempt to remove the product 
from comparative judgment of price, 
quality, and durability™’ and to create 

"3 “Nothing should be done that would take the 
woman’s attention from fashion and direct it toward 
the technical composition of materials,” said an 
industry witness who opposed the “Truth in 


Fabrics” bill before a congressional committee in 
1938 (cf. New York Herald Tribune, May 12, 1938). 
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a specialty which will not have a host of 
imitators to share in the profits of 
monopoly or the profits of innovation. 
Some fashion changes—for example, 
annual models in the automobile indus- 
try—are related to oligopoly, for when 
sellers are few they fear that their 
rivals’ retaliation will cause a price war; 
hence, style rivalry replaces price- 
cutting. In general, fashion gyrations are 
relied upon to maintain sales volume by 
frequent replacements in the same in- 
come groups instead of by price reduc- 
tions to stimulate sales to lower-income 
groups. Thus fashion is employed to 
avoid price competition; it is a variant of 
monopolistic competition and (in some 
industries) of oligopoly. The resulting 
waste was recognized by Shakespeare in 
Much Ado about Nothing: “See’st thou 
not, I say, what a deformed thief this 
fashion is?” 


UNIVERSITY OF NORTH CAROLINA 
GREENSBORO 











The Marginal Utility Theory in the United States 
of America. By EDWARD FRANCIS SCHRODER. 
The Hague: Centrale Drukkery N.V., 1947. 
Pp. 121. 


This monograph surveys the treatment of 
utility doctrine in American value theory. It 
also presents the author’s own conclusions as to 
the proper concept of utility and the relation of 
utility to value and price. 

The first of these tasks is performed by 
copious reference to American economic litera- 
ture of the twentieth century, notably the first 
twenty-five years. Schréder must have exam- 
ined almost every economics textbook, good and 
indifferent, published in this period. The di- 
rectly relevant specialized and periodical litera- 
ture is also covered. This survey suffers seriously 
from being organized along the lines of the au- 
thor’s positive thesis, which is insufficiently di- 
rected toward important issues. 

Schréder’s positive thesis is that, despite the 
criticisms and reformulations through which 
our present thinking has evolved, the concepts 
of utility and marginal utility are indispensable 
components of the theory of value and price. 
“Individualistic, rationalistic, and hedonistic 
traits have been banned, but the essence of the 
old utility theory remains” (p. 93). It must re- 
main, he contends, simply because there is 
“need for an absolute magnitude to support the 
relativity of the value concept” (p. 105). 

The role Schréder ascribes to utility is indeed 
a modest one. “Though objective value ex- 
presses utility ratios after the exchange, it is not 
constituted by them” (p. 74). Utility and mar- 
ginal utility are immeasurable and incommen- 
surable as between persons. “The production 
process receives no direction from considera- 
tions of utility but is led entirely by prices” 
(p. 78). Hence, in price theory and market 
analysis, “utility does not and should not play a 
role” (p. 79). 

Despite all this, institutionalist criticism and 
indifference analysis have not dethroned utility. 
Neither the conception of utility as entirely 
relative nor the mere indifference concept can 
provide a “logical basis” for demand and sub- 
jective and objective value. The “indifference 
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concept itself can only be expounded with the 
help of utility” (p. 3). The utility theory alone 
can be credited with a satisfactory explanation 
of the difference between value in use and value 
in exchange. “Utility theory is needed in eco- 
nomics if only for the purpose of explaining the 
process of the elimination of utility” (p. 80). 

This strange theorizing seems to stem from 
Schréder’s conception of value theory as essen- 
tially “logical” in character—plus, perhaps, too 
intensive a study of issues which seemed impor- 
tant to economists only in the early twentieth 
century. Since value is relative, argues Schréder, 
there must be some common “absolute”’ in the 
things valued. This is conveniently called “util- 
ity.’’ However, acceptance of utility doctrine in 
this form does not require one to make any 
more or different assumptions as to psychology 
or behavior than does the indifference theory, 
for utility is purely formal, a “logical” concept, 
not a reality. 

The too common acquiescence in formal 
types of demand theory—of which this is a pe- 
culiar variant—is, I believe, the “‘logical”’ result 
of (1) present-day theorists’ desire to escape 
from difficult problems of economic psychology; 
(2) the impact of modern theories which concen- 
trate upon problems of allocation of resources 
(e.g., money income) while neglecting problems 
of securing their use; plus (3) a traditionalist 
insistence upon retaining habitual terminology. 
If motives, desires, and feelings are of no impor- 
tance in economic behavior, if utility is purely 
formal, then there is no essential difference be- 
tween utility and preference theory; and one 
can spend his time playing with “logical’”’ prob- 
lems of this kind—or, better, move on to other 
things. 

Among a number of confusions in Schréder’s 
thinking, a few deserve special notice. First, he 
contends that utility is necessarily immeasur- 
able and therefore practically useless because, 
inter alia, the demands for different goods are 
interrelated. For this reason, he holds, even 
money cannot be used as a measure of the util- 
ity of goods. “The individual demand curve for 
money is partially built on the demand for 
[e.g.,] coal, for we desire money to be able to 
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buy coal. ...In this manner the factor to be 
determined is used as determining itself, which 
constitutes the beginning of a circle in reason- 
ing” (p. 57). 

There is here, first, a confusion between the 
“partial” and admittedly interrelated demands 
for the various goods on which one can spend a 
given money income and one’s “general” de- 
mand for income. When income is given, there is 
nothing “circular” in measuring the relative 
(marginal) utilities of goods by the relative 
amounts of money offered for units of each. It 
may be formal (and it may be just a bit arbi- 
trary, as the preference theorists insist), but it 
is not circular. 

Moreover, the utility hypothesis is strength- 
ened to the extent that a desire for money in- 
come is activated by the desire for the goods 
which money will buy. For to that extent one 
can go further and conclude that prices offered 
measure, reflect, or at least depend upon the 
“absolute” satisfactions secured, since it is the 
expectation of these satisfactions which moti- 
vates the acquisition of the income. Unless this 
purportedly fatal connection between the ac- 
quisition of income and the desire for (or satis- 
faction from) consumption exists, the whole 
utility approach is almost completely baseless. 
One must qualify this last statement only to 
take account of the possibility that men are, as 
some persons believe, fairly similar “pleasure- 
machines,” between whose consumption and 
satisfaction levels there are definite and reason- 
ably comparable functional relationships. 

To put these ideas positively: The utility ap- 
proach has value if either (2) men can properly 
be viewed as pleasure-machines for consump- 
tion goods; or (b), as Marshall assumed, man 
tries to balance marginal satisfaction against 
marginal dissatisfaction in his activity as pro- 
ducer-consumer; or (c) if the satisfactions se- 
cured from consumption motivate man in his 
search for income. Under each of these hy- 
potheses, money price offers “measure” utilities 
(desires or satisfactions) in a meaningful sense, 
although with less accuracy and significance as 
one moves from (a) to (c). Almost no one would, 
I think, deny all these hypotheses in their en- 
tirety. It is because of recognition of the partial 
truth of one or more of them, rather than in any 
“logical” sense, that the utility approach re- 
mains in our theory of economic behavior and 
consumption demand, whether we follow the 
utility or the preference approach. In the case 
of each of these hypotheses there are difficult 
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questions of fact and interpretation, which we 
find abundantly reflected in the controversies 
surrounding welfare economics. 

The second point worth noticing is that 
Schréder conceives of marginal utility only as 
the “final” utility in a series where a certain 
number of units of a good are assumed, failing to 
see that it may also mean the “additional” 
utility at each point in a series of units. As a 
result, he imputes too much importance to mar- 
ginal utility (and demand conditions in general) 
in determining objective values, to the neglect 
of the conditions which determine available 
supplies. 

Third, Schréder makes near-nonsense of the 
role which utilities (or preferences) do play in 
determining values by viewing the process 
through which subjective valuations are ad- 
justed in the market as primarily one in which 
subjective estimates are altered by the mere 
discovery that market valuations are different 
(p. 68). He fails to see that the importance of 
demand factors in the determination of market 
values depends on the patterns of individual 
valuations (the preference maps), being in the 
main independent of prices so that, for each 
individual, the equalization of subjective and 
market valuations takes place mainly through 
appropriate variations in the rates of consump- 
tion of goods (and in income-getting activity). 
To the extent that subjective valuations change 
simply because prices change, consumers’ valua- 
tions are of no causal importance. To ascribe 
such importance to them on Schréder’s hy- 
pothesis-is indeed “circular causation.” 

Finally, there is Schréder’s dubious concep- 
tion of science and scientific method. In under- 
standably taking Professor Knight to task for 
his view that the conclusions of economic theory 
are acceptable only in so far as man in his eco- 
nomic life is “rational,’’ Schréder says: “‘A sci- 
entific postulate [as rationality] is justified only 
when, on the one hand, it is needed to make the 
process of thought logically unobjectionable 
and, on the other hand, it can neither be proved 
nor refuted by the facts” (p. 87). To employ 
“working hypotheses” or to abstract essential 
features from the complex world, for purposes 
of gaining knowledge through analysis, is ap- 
parently unscientific to Schréder. His notion of 
a scientific postulate appears to be like his no- 
tion of utility—a concept needed to make the 
process of thought “logically unobjectionable”’ 
but having no necessary reference to the facts 
one is studying or one’s purpose in examining 








them. To him, apparently, the empirical ascer- 
tainment of facts is science, and so are the proc- 
esses of formal logic; but nothing between these 
poles can qualify. Does not the heart of science 
lie rather between these poles, in that difficult 
intellectual manipulation and extrapolation of 
empirically ascertained facts by which we dis- 
cover significant facts not ascertainable by 
unaided empirical observation? 


James S. EARLEY 
University of Wisconsin 


Beyond Supply and Demand: A Reappraisal of 
Institutional Economics. By JouHN S. GAMBS. 
New York: Columbia University Press, 
1946. Pp. 105. $1.60. 


The purpose of this work, as is indicated by 
the subscript to the title, is to re-examine the 
phase of economic thought commonly styled in- 
stitutionalism. In any such re-examination one 
is confronted by several difficulties, only two of 
which can be mentioned in the space of a short 
review. One of the difficulties is the problem of 
precisely determining the content and meaning 
of “institutional theory” so as to distinguish it 
from orthodox economics. The other is the prob- 
lem of determining just who among recent 
writers are the exponents of institutionalism. If 
institutionalism is simply a pattern of ideas held 
together rather loosely by critical attitudes con- 
cerning the analytical tools of traditional eco- 
nomics and by fulminations against the enter- 
prise system because it does not function ideally 
or because in its working the system fails to 
realize ethical values of some sort, then the task 
of classifying a typical group of institutionalists 
is impossible. The author is aware of these dif- 
ficulties, but he skirts rather than faces them 
head on. What he does, in fact, is to set forth his 
view of the main characteristics of “institutional 
theory” and to cite the observations of various 
writers—Mitchell, Hale, Hamilton, Hoxie—in 
which these characteristics seem to have found 
some expression. 

In the author’s view the roots of “institu- 
tional theory” are to be found in the works of 
Sismondi, Richard Jones, Fourier, and Marx. 
But he thinks that it is from Veblen’s “evolu- 
tionary economics” that the theory derives con- 
sistency and its distinctive features. Readers of 
Veblen hardly need be reminded that his ‘“‘evolu- 
tionary” or “biological” approach was the basis 
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not of a systematic economic theory but of a 
critique of enterprise economy. This critique 
was premised upon certain definite postulates 
which Veblen entertained concerning economic 
interests and motivations. The distinctive fea- 
ture of Veblen’s critique is the idea of a conflict 
between interests and motivations which he 
considered predatory, on the one hand, and 
nonpredatory, on the other. Veblen held this 
conflict to be a controlling force in modern eco- 
nomic life and considered it to be expressed in 
opposing social habits or institutions. 

What, of course, is at the bottom of Veblen’s 
notion of institutional cleavage is nothing less 
than his judgment concerning the incompatibil- 
ity of the pursuit of profits with his not-well- 
defined ideal of public (material) welfare. Now, 
institutional theory, as redefined by Mr. Gambs, 
is a sort of neo-Veblenianism which, in certain 
of its fundamental aspects, consists merely of a 
rehash of Veblen’s ideas. Its foundation is 
Veblen’s critique of the enterprise economy. It 
adopts Veblen’s evolutionism according to 
which economic life should be viewed in the 
perspective of biology and, hence, as a progres- 
sive sequence of cumulative changes. In follow- 
ing Veblen’s methods and approach, “institu- 
tional theory,” Mr. Gambs relates, has taken 
economics out of the realm of pseudophysical 
science “‘where standard theory seems to want 
to put it and has placed it squarely into the 
biological sciences.”’ All of which is pretty old 
stuff. 

Still, there is something strikingly new in 
Mr. Gambs’s version of institutionalism. He 
holds that “coercion”’ and not competition is the 
“predominant” and “prevailing” force in eco- 
nomic life. The assumption that coercion is the 
primary force in economic life is not “an overtly 
acknowledged principle” among institutionalists 
but the “unrecognized premise” which holds 
them and Veblen together. The author contends 
that “the entire basis of economic theory is 
changed when coercion or aggression instead of 
competition becomes the dominant theme of 
economics” (p. 13). He concludes, for example, 
that “under the coercion principle the impor- 
tance to an entrepreneur of properly disposing 
of scarce goods is minimized and the importance 
of creating or escaping a coercive situation is 
maximized” (p. 13). 

The conception of the enterprise system en- 
tertained by Mr. Gambs was never explicitly set 
forth by Veblen, but it is a logical deduction 
from Veblen’s main thesis which contains the 
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idea of a dichotomy between industrial and pe- 
cuniary employments. Mr. Gambs has simply 
brought into the open the meaning hidden be- 
neath Veblen’s ponderous phrases and circum- 
locutions. On the basis of his coercion thesis, 
Mr. Gambs contends that an “engineering” at- 
titude is called for in economics. The contention 
has the familiar Veblen ring. One senses in this 
“engineering” attitude an essentially authori- 
tarian quality. The engineering attitude, Mr. 
Gambs suggests, reveals “grave discrepar.cies 
between the essential function of a commodity 
and the perverted function (e.g., women’s shoes: 
essential function to protect the feet and facili- 
tate walking; actual and perverted function to 
deform the feet and inhibit walking)” (p. 20). 
Are we to conclude from this that, in Mr. 
Gambs’ opinion, consumers, when left to their 
discretion are unable to decide what is “‘good” 
for them (according to Mr. Gambs’s personal 
standards) and that the power to decide should 
be given to a political authority which masquer- 
ades as “scientific” control by technical experts? 

Mr. Gambs never precisely defines his use of 
the term “coercion” or how coercion finds ex- 
pression in the market. He vaguely identifies it 
with “monopoly, unfair competition, and ex- 
ploitation of weaker groups” (p. 13). What he 
seems really to understand by the term is power 
to oppress or to use others against their will. 
“Exchange,” he relates, “effectuates the trading 
of equivalents only when the powers behind the 
exchange are equivalent. The relations of supply 
and demand remain important, to be sure, not 
because they determine price, but because they 
strengthen or weaken one side in the conflict 
over price” (p. 14). It is, of course, a fact that 
even in the absence of monopoly the par- 
ticipants in exchange may for reasons beyond 
their control possess unequal means and hence 
unequal power to effect their will. Society has 
to recognize this fact and to use appropriate 
ways of dealing with it. But to think as Mr. 
Gambs apparently does that inequality in eco- 
nomic power means that in market exchanges 
the weaker parties are oppressed or used by the 
stronger hardly warrants serious comment. 

In the opinion of the reviewer the Western 
world appears to be moving very rapidly toward 
some form of corporativism in which the rela- 
tively free operation of the market is to be sup- 
planted altogether by monopolistic bargaining 
between labor and capital. The more we ad- 
vance in this direction, the more general will 
coercion become in economic life. And, when the 
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stability of social order is eventually imperiled 
by aggregations of coercive power, a reversion to 
political absolutism will in due course follow. 
Like the Marxians, Mr. Gambs’s type of institu- 
tionalist seems to think that coercive power has 
its source mainly in the private ownership of the 
means of production. The reviewer hoids that 
such power originates mainly in large-scale 
organization—the corporation, the trade union, 
and some noneconomic associations. He cannot, 
therefore, subscribe to the author’s dictum that 
“coercion is primarily the rich man’s vocation 
and avocation”’ (p. 12). The poor (the masses) 
when organized can be as tyrannical as the rich 
in the exercise of power. Liberal society is con- 
fronted by a serious dilemma. It has, of course, 
to accept organization which, while increasing 
the efficiency of individuals, also increases the 
power of some individuals over others. But if 
society is to remain liberal, which is to say free, 
the freedom and autonomy of the individual has 
to be maintained in face of this necessity of or- 
ganization and the power that logically follows 
from organization. The investigation of this 
dilemma is a real problem, particularly for 
economists of an institutionalist bent. But in 
the present treatise there is not the faintest 
glimmer of the existence of such a problem in 
our society. 

The author justifies his reappraisal of institu- 
tionalism on the grounds that orthodox eco- 
nomic principles are ineffective as a means for 
dealing with the problem of mass unemploy- 
ment and the impending social dislocation of the 
“atomic age.’’ He submits, however, that cer- 
tain generalizations of traditional theory must 
be accepted by institutionalists. But he formu- 
lates these generalizations in such a way that 
the reviewer is inclined to question his under- 
standing of them. One generalization which the 
institutionalists are advised to accept is, pre- 
sumably, the law of diminishing incremental re- 
turn. In his rendition, the law means “that one 
can ruin a crop by dumping too much manure 
on the land, but that small amounts may well be 
worth a monetary outlay” (p. 5). “Nobody,” he 
says, “is disposed to object strenuously to the 
statement that in the long run street-car com- 
panies operating with vacant seats tend to make 
less money per head than companies that pack 
passengers in like sardines” (p. 5). All of which, 
as he says, may be true in institutional theory, 
but it conveys to the reviewer nothing that has 
any meaning as a description of orthodox eco- 
nomic principles. We have assumed that it is the 











law of diminishing returns that the author in- 
tends to describe. But if, as he contends, this 
law must be accepted by institutionalists, then 
why should not marginalism and, indeed, the 
whole apparatus of static reasoning also be ac- 
cepted by them? 

In one breath he calls upon institutionalists 
to accept orthodox principles; in the next, he 
dismisses the principles as being purely relative. 
He states, for example: 


The neo-Veblenians are in effect saying that “‘eco- 
nomic laws” are only general summary statements 
describing human nature under present institutions. 
When social will changes these institutions, man can, 
with his infinite capacity for adjustment, behave dif- 
ferently and the “laws”—such as they are—will no 
longer be in effect [p. 32]. 


What seems really to motivate Mr. Gambs’s 
neo-Veblenianism is his belief that ‘‘a complete 
re-orientation of economics’ is needed. Now the 
goal of neo-Veblenianism is an “industrial repub- 
lic” in which, we are led to assume, coercion will 
be absent. This “Shangri-la” may appeal tomany 
as something worth striving for. But the re- 
viewer submits that it would be better regulated 
if guided by old-fashioned principles of static 
economics instead of Mr. Gambs’s prescriptions 
which would make “protoplasm rather than 
prices” the unit of economic study (p. 30); 
which adjures the economist to follow the “‘so- 
cial Gestalt” in planning (p. 75); and, which 
suggests that the economist make coercion the 
center of his universe and take the same attitude 
towards this universe “as does the practicising 
psychoanalyst’’ (p. 89). 

ABRAM L. HARRIS 
University of Chicago 


Tory Radical: The Life of Richard Oastler. By 
Ceci Driver. New York: Oxford Univer- 
sity Press, 1946. Pp. ix+597. $5.00. 


In his recent Chartist Portraits, G. D. H. 
Cole remarked: “It is curious that there is no 
life of Oastler” (p. 362). Cecil Driver’s scholarly 
biography more than fills that gap. Immediately 
it takes its place among the indispensable vol- 
umes contributing to our understanding of the 
processes that were involved in the transforma- 
tion of the fabric of society in the early indus- 
trial era. Building upon the foundations laid by 
Halevy, the Hammonds, and Cole himself, giv- 
ing substance to the mere suggestions offered by 
Karl Polanyi, it supplies a minute account of 
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the working-class movement in the West Riding 
of Yorkshire during the years preceding and fol- 
lowing the publication of the People’s Charter. 
It tells the story of the revolt among the woolen 
operatives against “the picture of society in the 
mind of the average northern manufacturer” 
(p. 65); against the great experiment, launched 
in the first flush of Benthamite and classical 
economic orthodoxy, with the total subjection 
of human relationships to the requirements of a 
market economy. Perhaps no work so far pub- 
lished documents more conclusively the anger 
and articulateness of the working class during 
the 1830’s. What Professor Maccoby calls the 
“pressure from without’’—what the parliament 
of the ten-pound bourgeoisie called the “‘sense- 
less clamour out of doors” (p. 246)—is trans- 
muted in this book into a living account of the 
day-to-day struggles, the methods and tech- 
niques, the hopes and intermittent despairs 
which made up the story of Oastler’s “irre- 
sistible fighting association” (p. 210), and which 
eventually, by their cumulative impact, helped 
to puncture the drive for total free enterprise in 
England. 

In his private capacity Oastler served, until 
his public career brought him private ruin, as 
steward of a landed estate in the West Riding. 
Tory radical, not Tory philanthropist, he de- 
rived his pivotal position from the combination 
of circumstance and temperamental inclination 
that thrust him in the early 1830’s into leader- 
ship of the Yorkshire movement for improve- 
ment of factory conditions. To the Riding oper- 
atives it was Oastler who was factory king, the 
creator and symbol of the Ten Hours Move- 
ment. Ashley was the remote and eventually 
distrusted parliamentarian. Oastler gave form 
and guidance to the short-time committees of 
the operatives; united them by the magic of his 
oratory; conceived and executed their policy of 
relentless “publicity”; roused them to over- 
whelming mass demonstrations; at each recur- 
ring setback sustained his own single-minded 
ardor through an increasingly familiar cycle of 
effort and frustration. The peak of his influence 
came in 1838, after the “rousing of the north” 
against the new Poor Law, on the eve of the 
transition to Chartism. Thus, when Chartism 
broke upon Yorkshire, the woolen manufactur- 
ing districts had been covered for years with a 
federative network of vigorous associations 
springing out of each town and village and ef- 
fectively co-ordinated to exert political pres- 
sure. Against this background Chartism itself 
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dwindles, in Driver’s analysis, into a transient 
convolution among the recurring cycles of 
working-class effort, less a climax than a diver- 
sion that dissipated the more realistic and spe- 
cific movement preceding it. 

For the Tory radical was no Chartist. The 
axis which divided Oastler’s world into two bit- 
terly opposed camps was laissez faire, unre- 
stricted individualism; in comparison the Re- 
form Bill of 1832 was mere “excitement” and 
the movement for universal suffrage a mislead- 
ing facade. In the process of describing those 
sectors of the anti-individualist camp which 
Oastler touched, Driver is necessarily plunged 
into a realm of reality compounded of elements 
that were at the same time overwhelmingly 
splintered and overwhelmingly intricate in their 
intersections. To the extent that he unravels the 
pattern of the Yorkshire movement and of its 
ramifications in Lancashire and in Parliament, 
he has made his way through this maze with 
admirable skill and insight. His gift for the 
characterization of human personality, his sense 
for the chiaroscuro of reality, not only make 
credible the spokesmen of the manufacturing 
interests but illuminate the nuances in the 
varying combinations of influence that played 
upon their antagonists. Paradoxes that have 
troubled recent students of the period become 
perspicuously clear. Thanks to the work of 
Professor Wearmouth, for instance, we have 
been able to trace the prototype of such fighting 
associations as Oastler’s, with its nuclei in 
neighborhood groups, to the Methodist class- 
meeting. But how reconcile this with the Wes- 
leyan allegiances of Yorkshire industrialists? 
How reconcile it with the Anglicanism of the 
factory king himself? Again, what in the battle 
for the reconstruction of society in the 1830’s 
was the bridge between Toryism and radical- 
ism? Oastler’s own life incarnated a larger har- 
mony between many conflicting influences. 
Sprung from a family of Wesleyans, converted 
to Anglicanism only in adulthood, he found the 
pattern for working-class organization in the 
religious movement which had first reintegrated 
the victims of the industrial revolution into a 
human society. But the ideas which he com- 
municated to the Yorkshire operatives welled 
up from a deeper spring. They came from an 
ancient view of society that embraced ideas of 
human fellowship, of order and continuity, of 
the functional subordination of economic activ- 
ity toa common purpose, of a reciprocity of ob- 
ligation among social beings. This was Oastler’s 


Toryism; it was the substance behind his vision 
of the “Altar, the Cottage, and the Crown.” 
As Professor Driver suggests, too casually I 
think, it was the residue, now regalvanized and 
reshaped, of the view of society carried over by 
men like Latimer (and Richard Hooker?) from 
the Middle Ages. Against the immense disrup- 
tions of laissez faire Oastler arrayed the ‘‘con- 
servative” implications of Toryism. Then as the 
momentum of events and his own zeal pushed 
him to the brink of revolution, he found in the 
old conception of the commonwealth an apolo- 
gia for “direct action” and “physical force’’: 
when a government repudiates its obligation to 
the common man, he said, “‘it has by its own act 
and deed put him without the pale of the Com- 
monwealth, and he is morally justified in taking 
care of his own life and that of his family” (p. 
302). Ultimately he drew once again upon the 
ancient heritage for a different formula, the need 
for spiritual regeneration to precede the con- 
struction of the “social state.” But this was a 
plea of despair coming late in life as he looked 
back upon two decades of hope deferred and its 
denouement in the half-hearted scheme of fac- 
tory regulation crystallized by the legislation of 
1844, 1847, and 1850. 

Rather than systematic exponent of these 
ideas, Oastler was pamphleteer and journalist. 
The form of the book, which periodically pauses 
in the narrative of Oastler’s campaigns to elabo- 
rate a phase of his thought, no doubt corre- 
sponds to the pattern of his life. This suggests 
perhaps the limitations of the biographical ap- 
proach. Just as Professor Driver leaves the 
sources of Oastler’s thinking for the most part 
obscure, undoubtedly because they represented 
to Oastler himself an obscure assemblage of im- 
pressions from living institutions, so he gives 
only cursory treatment to the relationship be- 
tween Oastler’s ideas and the other conceptions 
of social organization and social reorganization 
that sprang into life under the shock of laissez 
faire social nihilism. It would probably be egre- 
gious to ask for more in a biography of Oastler. 
Yet I cannot agree with Professor Driver that a 
more penetrating analysis of these filiations 
would be mere “intellectual exercise” (p. 425). 
Oastler embodied the continuity between a pre- 
industrial conception of society and postindus- 
trial movements for social reconstruction. Per- 
haps the ultimate significance of his Tory radi- 
calism could not be adequately assessed except 
in a broader context which would encompass 
the more remote relationship of his work both 











to later chapters in British working-class history 
and to such non-Tory brands of radicalism as 
one finds in Marx and Engels. It is not merely 
that the absence of such overtones impoverishes 
the meaning. But in the latter part of the book 
dealing with Oastler’s life, after his immediate 
relationship to the Yorkshire movement became 
relaxed, the reader is left with a constant sense 
of questions unanswered. Even Oastler’s basic 
significance for Chartism is but casually 
weighed; a note of deprecation, understanding 
yet apologetic, creeps into Driver’s discussion 
of Oastler’s more incendiary statements about 
the strategy of “direct action,” whereas the 
reader might welcome a more analytical treat- 
ment of the conflict between “physical force” 
and “moral force.” The delineation of the later 
history of the Ten Hours Movement, reflecting 
Oastler’s own advancing years and waning in- 
fluence, seems to take place on an ever narrow- 
ing canvas. Hence the author avoids a cardinal 
problem which his own study makes it more im- 
perative than ever to raise. The constellation of 
forces which lulled the protests of the working- 
men after the thirties and cooled their respon- 
siveness both to tactics of direct action and to 
the vision of a reconstructed society loses noth- 
ing of its mystery. It is our debt to Professor 
Driver that, better perhaps than any work so far 
published, this biography of the Yorkshire 
leader demonstrates the nature and vitality of 
that “society within a society” during its hey- 
day. 

HELEN SULLIVAN Mims 
Northampton, Mass. 


The Great National Project: A History of the 
Chesapeake and Ohio Canal. By WALTER S. 
SANDERLIN. Baltimore: Johns Hopkins Press, 
1946. Pp. 331+xiv. $3.00. 


When one recalls the outstanding signifi- 
cance of transportation development upon the 
economic and social history of this country dur- 
ing the pre—Civil War period, it is amazing that 
so little first-class research has been done on the 
history of canals. Studies of value can be 
counted on the fingers of one hand, and these 
are usually limited in their approach. Of the 
few studies which we have, Professor Sander- 
lin’s is obviously one of the best. He regrets the 
fact that space has largely limited him to an 
“analytical study,” but his treatment is suf- 
ficiently broad to include some political and 
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social history as well as the various phases of 
economic history essential to an understanding 
of the long history of the project. 

Despite the fact that the Chesapeake and 
Ohio Canal never reached the Ohio River and 
therefore never became a major east-west route, 
it provides an extremely important case history 
of American canal-building. It experienced, of- 
ten to an exaggerated degree, all the difficulties 
and problems—technical, financial, political— 
that were ever met by any canal built in this 
country. The Chesapeake and Ohio was rarely 
free of financial problems; it faced practically 
from the start the bitter rivalry of the Balti- 
more and Ohio Railroad, which eventually ab- 
sorbed it; it suffered from depressions, inflation, 
even the ravages of the Civil War. When man- 
made difficulties were absent, it was often dev- 
astated by floods and incapacitated by drought. 
If any student of economic history still labors 
under the illusion that the first half-century of 
this canal was a period of laissez faire, he will 
learn much from this book. Construction was 
made possible only by assistance from Mary- 
land, Virginia, and numerous cities, as well as 
the federal government. At one time it was con- 
trolled by the state of Maryland and virtually 
was a football of party politics. Interestingly 
enough, it was at this time (the 1870’s) under 
the able presidency of Arthur P. Gorman (later 
senator) that the canal enjoyed its one period of 
prosperity. 

One aspect of this book, for which labor his- 
torians will be thankful, are some concrete facts 
about the problems of labor recruitment, wages, 
and the difficulties caused by epidemics of illness. 
There are numerous references to strikes by 
construction workers and later by boatmen. 
Historians make frequent reference to the un- 
skilled workmen who built the canals and rail- 
roads, usually described as “immigrants from 
Ireland,”’ but that’s about all. Professor Sander- 
lin, unlike many, seems to understand that 
canals were built by labor as well as by boards 
of directors and legislatures. We wish that he 
had included even more material in this. He has 
“Strikes” in the Index, but he would have 
helped the research worker by such references 
as “Labor,” “Wages,” etc. 

The author had an abundance of source ma- 
terial to work with and, as a whole, has in- 
tegrated the significant facts into a clear and 
straightforward narrative. The Bibliography is 
unusually well presented, and the appendixes 
are valuable. It is to be hoped that this mono- 
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graph will stimulate other economic historians 
to similar studies. Canal history has a value as 
well as a romantic and antiquarian interest. 


Haroip U. FAULKNER 
Smith College 


World Economic Problems: Nationalism, Tech- 
nology and Cultural Lag. By C. ADDISON 
HicKMAN and Assocr1aTEs. New York: Pit- 
man Publishing Corp., 1947. Pp. xvi+ 400. 
$3.50. 

Mr. Hickman and his associates have per- 
formed a useful service in turning out a book 
which has been much needed. To any- 
one who has attempted to meet the growing 
demand for a background course in world af- 
fairs for the general student, the paucity of 
useful texts has been a problem. Traditional 
works on international economics are, for the 
most part, too narrowly specialized for such 
courses. On the other hand, most of the avail- 
able texts on international politics are lacking 
in analytical rigor and concern themselves too 
frequently with little more than description of 
the world’s trouble spots. 

The present work, which draws liberally 
from the several social sciences, bears the im- 
print of a disciplined analytical talent as well as 
an appreciation for the complexities of present 
world problems and the necessity for integration 
of the separate disciplines, if real insight is to be 
provided. Although it began as a joint effort of a 
seminar group at the University of lowa—a 
group which included economists, sociologists, 
and geographers—the over-all task of re-writing 
and synthesis has been performed by Mr. Hick- 
man. One could perhaps regret the failure to in- 
clude a trained political scientist in the group. 
However, the end result is, on the whole, an 
admirable piece of work. 

World Economic Problems is an analysis of 
the tensions which have erupted in two world 
wars during the present century and which 
promise once again to divide the world into op- 
posing camps. The subtitle provides a clue to 
the general frame of reference of the book. 

Part I, titled “Roads to Chaos,” consists of 
three chapters setting forth the principal long- 
run sources of tension. These are: the impact of 
technology upon economic and social organiza- 
tion and the resulting cultural lag; the essen- 
tially disruptive character of modern national- 





ism in the face of technologically induced social 
and economic change; and, finally, the impact 
of basic population trends influenced by and 
acting upon the other two factors. 

Part II, “The Impasse,” consists of six chap- 
ters which deal in some detail with the nature of 
the breakdown of a world economic organization 
built up during the eighteenth and nineteenth 
centuries. A skilful analysis of the changing role 
of nationalism and technology and their inter- 
action with population pressure is developed as 
a background to the basic conflict between the 
needs of a global economy and the vested inter- 
ests of sovereign states. The treatment of car- 
tels in this section is well handled. The modern 
analysis of monopoly and monopolistic compe- 
tition has been injected into the discussion with- 
out seeming to involve the student too deeply in 
the complexities of that analysis. 

Part III, “Unfolding Horizons,”’ presents in 
chronological order the succession of attempts 
which have been made to keep within bounds 
the pangs of a world economic organiza- 
tion struggling to be born, including those 
which have grown out of the experiences of 
World War II. 

Mr. Hickman and his associates provide no 
neat solution for the world’s ills. They take the 
position that understanding and diagnosis 
should precede prescription. To the end of 
greater understanding they have drawn upon 
materials widely scattered among a number of 
more specialized studies and welded them into 
a unified, usable whole. 

The essential brevity of treatment has ad- 
vantages and disadvantages. The actual text 
occupies 365 pages, including the citations at 
the end of each chapter. Some will, undoubt- 
edly, wish that certain sections had been more 
fully elaborated. The concept of feudalism— 
defined as “a certain set of class relationships, 
together with their supporting habits, attitudes, 
and ideologies” —is a case in point. The book 
points out that “‘as an industrial civilization be- 
comes mature and class mobility tends to dis- 
appear, the old notions are readapted to the new 
conditions of life. With this readaptation feudal- 
ism appears in its new guise and while its out- 
ward appearance is changed it remains funda- 
mentally the same” (p. 20). A more complete 
elaboration of the concept, with reference to 
current ideal types of fascism, communism, and 
democracy, might have been useful. However, 
there is something to be said for a book on this 
general subject, which weighs under five pounds. 











Besides, a selective but reasonably complete 
bibliography is appended for the curious stu- 
dent—and for the instructor, if he needs it. 


ALviIn E. Coons 
Ohio State University 


Canadian Agricultural Policy: The Historical 
Pattern. By VERNON C. FowKeE. Toronto, 
Canada: University of Toronto Press, 1946. 
Pp. xii+ 304. $3.50. 

This book represents a type of economic his- 
tory that is highly significant, yet very infre- 
quently done. The book attempts to show the 
social, political, and economic factors that 
molded Canadian agricultural policy from 
roughly 1600 to 1930. What is presented, how- 
ever, is not a marshaling of a mass of discon- 
nected pieces of information. Rather, the au- 
thor sets out to substantiate a single hypothesis, 
which is never lost sight of throughout the book. 
This hypothesis is that agricultural policy was 
largely shaped by the dominant nonagricultural 
interest in Canada. Agriculture had political 
power only in proportion “to the contribution 
which agriculture could make, at any given 
time, to the cause of commerce, finance, and in- 
dustry, rather than in proportion to farmers’ 
numbers or their state or organization.” 

The reviewer believes that Fowke has pro- 
vided the evidence necessary to support his 
hypothesis. The French fostered agricultural 
settlement to aid in defense and to provide food 
(and protection) for the fur trade. Assistance to 
agriculture included subsidies to immigrants, 
marriage and family bonuses, crop bonuses, and 
the establishment of experimental and demon- 
stration farms. Early English settlement in the 
Maritimes was planned and assisted as a defense 
against the French. Before 1820, agricultural 
settlement was encouraged in the St. Lawrence 
region. For the next thirty years, when defense 
needs were no longer apparent, the only aid to 
agriculture was the support of local agricultural 
boards and societies. The latter contributed 
little or nothing. 

Perhaps the most specific evidence in sup- 
port of the hypothesis that farmers had little 
political power comes from the tariff issue. The 
reciprocity treaty with the United States in 
1854, while benefiting farmers, was passed at the 
insistence of commercial interest that would 
gain from increased trade. In later years tariff 
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rates were increased, at the insistence of manu- 
facturing interests. Agricultural groups al- 
most solidly supported the reciprocity treaty 
with the United States in r910and 1911. Yet the 
treaty was never accepted by the Canadian 
parliament. In fact the Liberal party, which 
negotiated the treaty, was defeated at the polls 
when failure to reach an agreement on the treaty 
forced dissolution of parliament. 

The reviewer is rather disappointed that 
Fowke did not attempt to carry his analysis 
down to World War II. Would the thirties have 
fallen into the same pattern as the previous 
three hundred years? The policies of that decade 
constituted significant departures from those of 
previous decades. Likewise, it seems less evident 
that many of the agricultural policies could have 
redounded to the economic advantage of impor- 
tant nonagricultural interests. By and large, 
rather significant income transfers to agricul- 
ture resulted from the various relief and price 
measures adopted. 

D. GALE JOHNSON 


University of Chicago 


The Metropolitan Life. By Marquis JAmes. 
New York: Viking Press, 1947. Pp. viii+480. 
$5.00. 


This book tells the story of the evolution of 
the Metropolitan Life Insurance Company, 
from its origin during the Civil War through its 
experiences in World War II. Metropolitan’s 
history not only shows the development of the 
major types of insurance during these years, but 
reflects much of the ebb-and-flow of American 
economic and social life as well. War and peace, 
prosperity and depressions, hard times for the 
farmers, housing shortages for urban dwellers, 
attitudes toward big business, social reforms— 
all had their effect on the fortunes of the Com- 
pany and its business practices. 

Originally founded in New York as the Na- 
tional Union Life and Limb Insurance Com- 
pany, the Company began operations in 1863 
by insuring members of the Union Army. Sev- 
eral reorganizations followed before the business 
emerged as the Metropolitan Life Insurance 
Company in 1868. Serious difficulties were suf- 
fered during the 1870’s and early 1880's, a pe- 
riod that witnessed the failure of a large number 
of insurance ventures. Metropolitan managed 
to survive these troubled times and, by 1836, 
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had already taken its place among the largest 
half-dozen insurance companies in the United 
States. 

In succeeding years, the management of 
Metropolitan showed unusual ability to adapt 
the Company’s policies to changing economic 
and social conditions. It was a leader or an ac- 
tive participant in extending insurance to low- 
paid industrial workers, in the promotion of 
group insurance, in medical and health educa- 
tion, low-cost housing projects, and the like. In 
1909, the Company became the largest insur- 
ance company in the United States. In 1914 it 
retired its capital stock and became a mutual 
organization owned by its policyholders. 

Mr. James was given complete freedom in 
writing the volume. The result is a friendly but, 
on the whole, objective account of the Com- 
pany’s development. Written for the general 
reader, the volume is more descriptive than 
analytical in content. While this level of treat- 
ment sheds some much-needed light on the 
evolution of American business, it is not as il- 
luminating as a more careful analysis of business 
functions would be. Little attention is given to 
the development of actuarial tables, which are 
so important for insurance companies. The in- 
vestment policies of the Company are scarcely 
more than outlined. The issues raised by the 
Temporary National Economic Committee 
hearings on insurance are treated summarily, 
principally by quotations from the testimony of 
Company representations. The book is exten- 
sively documented, but the footnote references 
are relegated to a position at the end of the nar- 
rative, which detracts from their usefulness to 
the reader. 

HAROLD F. WILLIAMSON 


Yale University 


Labor Education in Universities. By CAROLINE 
F. WARE. New York: American Labor Edu- 
cation Service, Inc., 1946. Pp. 138. $1.00. 


This booklet is a factual analysis of univer- 
sity activities that are conducted primarily for 
the benefit of employees and union representa- 
tives. Some discussion of the relations of these 
activities to other university industrial relations 
programs (management training, student in- 
struction, and research) has necessarily been in- 
cluded, but no reference is made to the institu- 
tions whose extension activities in this field are 


directed primarily toward management train- 
ing. 

The material is based on a general question- 
naire survey and on interviews at ten institu- 
tions. An excellent picture is given of the nature 
of the different labor education programs. The 
major problems that have faced university ad- 
ministrators in shaping their programs are dis- 
cussed, and many of the answers as seen by 
these officials are given; but it would appear 
that the author has intentionally refrained from 
expressing her own judgment as to the relative 
validity of the divergent answers that she cites. 
She has been extremely tactful, even to the ex- 
tent of depriving the reader of some of the value 
of her rich experience. 

Much of the discussion centers around the 
questions of the degree of union influence on the 
programs. The author correctly emphasizes the 
desirability of some degree of participation by 
the unions in the planning of educational pro- 
grams intended primarily for their officers and 
members. Practice varies from extensive opera- 
tional control (at Rhode Island State College) 
to occasional informal consultation. Miss Ware 
describes workers and union officers as being 
distrustful of university activities in worker ed- 
ucation and seeking extensive control over their 
programs. While every university must to some 
extent face these attitudes, it is doubtful 
whether the general description applies as ac- 
curately to the present as to earlier decades. 
There is no indication of the extent to which 
labor attitudes toward the universities have 
changed in recent years. A detailed study of the 
attitudes of union leaders toward current uni- 
versity labor-education programs would prob- 
ably reveal a considerable degree of confidence. 
While some universities have been asked to 
grant to organized labor a degree of control that 
they cannot appropriately surrender, the more 
usual situation in recent years is that union of- 
ficials have been satisfied to serve only in an 
advisory capacity on general policy formula- 
tion. 

The difficulty of some union members in ac- 
cepting the impartial and objective approach to 
which the universities are committed is shown 
to be one of the sources of critical attitudes. 
There are few fields in which the scientific meth- 
od encounters so much opposition based on 
prejudice, ignorance, or specia] interest. Miss 
Ware has not emphasized that similar objec- 
tions and lack of understanding may arise equal- 
ly from the management side or that there is 
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indeed some management opposition to worker 
education in general, regardless of the content 
of the program. Some analysis of the nature and 
basis of this opposition would have been inter- 
esting and valuable. 

Another general problem is the demarcation 
of the educational responsibilities of the unions 
and the universities. The author believes that 
the function of interpreting the union to its 
members belongs entirely to the union, that the 
function of providing general economic and so- 
cial orientation belongs primarily to the uni- 
versities, and that there is joint responsibility 
for the functions of general training of union 
representatives and the development of specific 
“tool’’ skills. This demarcation, she indicates, is 
now the prevailing practice. 

Another question facing the universities is 
whether their nonstudent educational activities 
should encompass management as well as labor. 
Most universities engaged in labor education do 
also serve management, though sometimes 
through separately administered programs. 
When administrative responsibility is merged 
the question of joint versus separate classes is 
raised. Without drawing any conclusion, Miss 
Ware summarizes (pp. 91-93) the main argu- 
ments of those who advocate separate or joint 
projects or a combination of the two. While it is 
true, as she states (p. 86), that “there is much 
suspicion in the labor unions of the industrial 
relations centers in which both labor and man- 
agement are served and in which they are 
brought together,” it is equally true that some 
union leaders have welcomed joint participation 
and that under some circumstances both groups 
can be served without arousing widespread 
suspicion. It might be a valid conclusion that a 
well-rounded program of labor education should 
include both separate and joint activities, the 
decision in each instance resting upon the na- 
ture of the subject matter, the maturity of the 
participants, the skill of the instructor and the 
general temper of labor-management attitudes 
in the community. 

Since Miss Ware has done a very accurate 
reporting job, there are but few points on which 
the reader might take issue. One of these is her 
attempt (pp. 27-28) to classify university pro- 
grams according to whether the objective is to 
advance theoretical knowledge and understand- 
ing in the field of labor, to improve administra- 
tive techniques within unions, to improve the 
process of collective bargaining and negotia- 
tion, or to increase the effectiveness of labor 
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unions and their members. It seems doubtful, 
for example, that the administrators at Harvard 
or Chicago would agree that their programs be- 
long in the second category. Most university 
programs are based on several of the listed ob- 
jectives. With a few exceptions, the differences 
between the various programs lie more in the 
methods and techniques employed than in the 
long-run objectives. 

The authcr’s one oft-repeated criticism of 
current university programs is that they have 
made little use of the lessons to be learned from 
earlier experience in labor education. These les- 
sons, she says (p. 39), are that worker education 
“should meet a need which workers recognize, 
be informal in method, use the workers’ own 
experience as teaching material and follow as 
far as possible a functional approach.” It is dif- 
ficult to believe that there can be widespread 
disregard for these lessons on the part of the 
administrators of the major current programs. 
It is possible that unfamiliarity with the details 
of the nonuniversity-worker education pro- 
grams of the past has been mistaken for igno- 
rance of the general conclusions that may be 
drawn from that experience. 

Perhaps the chief lesson of experience is that 
the methods, techniques, and materials most 
widely used in the past have been only moder- 
ately successful. Several of the universities are 
emphasizing the development of new ap- 
proaches. It is true, however, that some of them 
have started this work so recently and are so 
limited in their immediate financial resources 
that they have as yet made much less use of 
movies, film strips, recordings, and specialized 
materials than has been made lately by a few 
unions. 

Only the more controversial aspects of this 
booklet have been discussed here. With most of 
the conclusions, such as the need for continued 
experimentation, the preparation of new teach- 
ing material, the careful testing of results, the 
selection of teaching personnel on the basis of 
somewhat different standards than those used 
for campus instruction, and the introduction of 
teacher-training programs, there can only be 
general agreement. 

The last forty pages of the booklet are de- 
voted to appendixes which include a list of uni- 
versity labor-education programs for 1945-46 
and a detailed description of the programs at 
the ten universities visited by the author. In 
view of this description, it might have been 
more interesting if the illustrations in the body 
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of the booklet had been drawn less consistently 
from these same universities. 

The current rapid expansion and develop- 
ment in university labor-education programs 
might lead to the expectation that the present 
volume will quickly lose its usefulness. It will, 
of course, become less comprehensive and less 
accurate as a description of existing programs, 
but it will long retain its value as a presentation 
and an analysis of the issues that make it an 
excellent “guide for universities contemplating 
labor-education programs and for unions seek- 
ing to use university resources.” 


WILLIAM H. McPHERSON 
University of Illinois 


Union Policies in the Leather Industry. By LEO 
Cyrit Brown. Cambridge: Harvard Univer- 
sity Press, 1947. Pp. xviiit+246. $3.50. 


This study, which grew out of a doctoral dis- 
sertation under Professor Slichter at Harvard in 
1940, is an example of the contribution labor 
economists can make through research in collec- 
tive bargaining in particular industries. The au- 
thor is concerned primarily with the economic 
problems facing the leather industry in the 
United States, the extent to which the unions 
have been aware of them, and the adjustments 
that have been made in union policies as a re- 
sult. 

A descriptive “outline” of the leather indus- 
try is presented first, with considerable detail on 
the market and price structure, profits, the in- 
ventory problem, workers’ earnings, geographi- 
cal wage differentials, productivity, and the 
trend of average labor costs. Next, there is a 
section on the amount and location of future 
employment opportunities. Only after 130 pages 
of factual and analytical background does the 
author discuss the unions in the industry, with 
particular emphasis on the dominant Inter- 
national Fur and Leather Workers’ Union 
(C.I.0.). The book concludes with an examina- 
tion of the long-run problems confronting the 
union. 

As early as 1935 union officials in New Eng- 
land were concerned about the possibility of mi- 
gration of firms from the tanning centers of 
Massachusetts to outlying towns in other parts 
of New England. The author finds that this fear 
was well founded, for ‘“‘a differential of as much 
as 10 per cent in labor costs would compensate 


for the added transport costs at any site likely 
to be chosen” (p. 113). Thus, under a condition 
of incomplete unionization, the union adopted a 
“moderate” wage policy in order to avoid re- 
ducing employment opportunities for union 
members. 

By the end of the war the northern part of 
the industry, where upper-leather manufacture 
predominates, was almost completely union- 
ized. Consequently, the union no longer has a 
serious problem of existing nonunion competi- 
tion in upper leather, but it faces other prob- 
lems in the development of a more aggressive 
and uniform wage policy. Shall wage rates or 
labor costs be equalized between competing 
plants and regions? Will employers readily con- 
sent to industry-wide bargaining? Only in 
Massachusetts is there area-wide bargaining at 
present, and tanners are decidedly individual- 
istic. Assuming industry-wide agreement on 
uniform labor costs, what effect will the in- 
creased costs have on the sales of leather and on 
the development of new nonunion competition? 
The author’s estimates on the last point are in- 
teresting. In the manufacture of standard upper 
leathers, the costs of developing a new site and 
the speculative risks involved are great enough 
that differentials in labor costs below 20 per 
cent would not now be sufficient to induce the 
establishment of new nonunion plants. 

Another problem for the union is that of ad- 
justing to the expected decline in man-hours of 
employment. A work-sharing policy has been 
followed, but the author recommends a guaran- 
teed employment plan to increase annual in- 
comes of employed members. Yet this is, as he 
says, “largely academic,” for, in addition to the 
possible opposition of employers, the number of 
unemployed would be increased. Under the 
union’s constitution and practices, unemployed 
members have an important voice in the deter- 
mination of union policy, and any attempt to 
abandon the work-sharing policy would create 
internal disunity. 

The chapters dealing with union structure 
and government (seven pages) and the machin- 
ery and process of collective bargaining (fifteen 
pages) are less satisfactory than those on wage 
policies and the economic character of the in- 
dustry. There is inadequate discussion, for ex- 
ample, of the relation between strong rank-and- 
file control that appears to exist and the kinds of 
union policies that have emerged. The process 
of policy-formulation and decision-making is 
described more in terms of the union’s constitu- 











tion and the “master agreement” in Massa- 
chusetts than in terms of the informal pressures 
and factors that affect policies and decisions. 
This type of study would require a closer famil- 
iarity with a particular collective-bargaining 
situation than it may be possible for an outside 
research worker to acquire, but the attempt 
should be made. In any case, such research 
should certainly include the kind of economic 
analysis which distinguishes Father Brown’s 
study as one of the few outstanding monographs 
on collective bargaining in a particular in- 
dustry. 

CHARLES A. MYERS 


Massachusetts Institute of Technology 


Industrial Regulation in Australia. By ORWELL 
DE R. FOENANDER. Melbourne, Australia: 
Melbourne University Press, 1947. Pp. xvi+ 
232. 175. 6d. 


In spite of the broadness of the title, this is 
essentially the fourth book in a series of studies 
of the Australian Commonwealth’s Court of 
Conciliation and Arbitration by the author of 
Towards Industrial Peace in Australia (1937), 
Solving Labour Problems in Australia (1941), 
and Wartime Labour Developments in Australia 
(1943). It was undertaken as “a study of 
awards, method of remuneration fixation, and 
the status of trade unions under the Australian 
regulative system.” Except for one chapter, 
which deals specifically with state regulations as 
different from Commonwealth law, the study 
concentrates on the work of the Common- 
wealth’s court. 

In the first part of the book the jurisdiction 
of the court and the more formal aspects of the 
arbitration awards—their legal character, con- 
tents, scope, duration, interpretation, enforce- 
ment, and appeal against them—avye presented. 
The second and third parts focus on the struc- 
ture of the wage awards. The last part discusses 
the rights and duties of registered trade-unions 
and employer organization under Common- 
wealth regulations. 

To the American student of labor legislation, 
who has just witnessed a major reshuffling of the 
rules of the game, such a study of the oldest, 
still functioning compulsory arbitration system 
superimposed on the English common law is of 
particular interest. 

From the first part we learn, among many 
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other things, that—probably because of the dis- 
astrous results of the strikes of 1890, in which 
the closed shop was the main issue and which 
led to the establishment of the Australian sys- 
tem—the court has never ordered a closed shop 
(which is not outlawed in Australia). The prefer- 
ential shop, now regarded “as of little practical 
value as an aid in the maintenance of industrial 
peace,”’ is, therefore, rarely awarded (except as 
a remedy against union discrimination). The 
holding of a supervisor’s position is held incom- 
patible with membership in a union. Boards of 
reference (arbitration boards) administer and, 
by consent of the parties, interpret awards. The 
court is not bound by any rules of evidence. As 
a consequence thereof, and in agreement with a 
trend in European countries, the role of learned 
counsel is restricted. Awards grant union of- 
ficials entry into the plants; and thé court may 
authorize union officials to inspect working con- 
ditions, as well as books and documents related 
to the employment of the union members. 
Union officials appear here as delegated enforce- 
ment agents of the court. Of importance, be- 
cause of the widespread socialization of indus- 
tries, is the power of the court to bind those 
state governmental instrumentalities which are 
not discharging sovereign functions but are 
competing with private industry. Awards re- 
main in force even after expiration until a new 
award takes place. Retroactivity of wage awards 
is granted only in exceptional cases. Compliance 
is enforced by the court itself. 

The main part of Foenander’s book deals 
with the wage awards. Limited space prevents 
giving even a rough sketch of the incredibly 
complex wage structure. 

Although the author, a labor lawyer and 
lecturer in industrial relations at the University 
ot Melbourne, restricted himself to a very care- 
fully documented presentation of the awards 
and discernible policies of the court, and re- 
frains in general from evaluating the efficacy of 
the underlying policy, a few interspersed shrewd 
remarks give some insight into the difficulties 
which the court faced. The basic wage is said to 
have discarded the humanitarian aspect of the 
Harvester decision and moved toward a “‘pro- 
ductive wage,” the “highest amount that indus- 
try can afford to pay the general body of un- 
skilled workers.” The book’s silence as to how 
the court goes about measuring “the capacity 
of the national income to support a particular 
level of wages” and the complaint as to the 
absence of a serviceable index of productivity 
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justify the author’s statement that, so far, the 
court still owes the world a precise formula for 
the apportionment of the national income as a 
standard for its wage awards. 

Although Foenander fails to draw these con- 
clusions, it may be inferred from the material 
under review that the court’s awards are based 
partly on the opinions of “experts,” partly on 
the prevailing wages (this is particularly true for 
the establishment of the secondary wage, i.e., 
differential wage), both modified by the pressure 
of the interested parties. (To rely on experts 
only shifts the problem; it does not solve it. 
Basing wage awards on prevailing wages freezes 
the status quo; and party pressure certainly 
fails to establish a guidepost for a wage award.) 
It is probably union pressure and not, as the 
author states, the higher productivity of the 
economy which is the primary cause for a wage 
structure of such complexity. Is the latter not 
the result of a compromise between the court’s 
unwillingness to overthrow precedents and its 
desire to pacify the unions? On the other hand, 
there are numerous instances in which the court 
assured the employers of its concern for the in- 
terests of industry. When entrepreneurs can feel 
“relieved of any necessity for payment of ran- 
som as a condition of the continued operation of 
their business,”’ when the welfare of the indus- 
tries is the court’s paramount consideration, 
when in establishing the wage differentials the 
principle of comparability is made subordinate 
to the demands of the capacity of an industry to 
pay, when restrictions on child labor are lifted in 
industries where overseas competitors are not 
subject to similar restrictions—then all this may 
be better explained as the result of industry 
pressure. It is not made quite clear whether 
wage standards set by collective agreements 
which the court has to approve have any influ- 
ence upon wage awards. Does collective bar- 
gaining, at least at certain times, set the pace, or 
is it completely submerged by compulsory 
arbitration? 

Either because the author feels the court’s 
action in decreasing the basic wage in 1931 
needs an extended apology or in recognition of 
the increased employer pressure, or perhaps 
motivated by a pessimistic outlook for the fu- 
ture, the chapter on the future level of the 
court’s basic wage centers upon the problem of 
wage reduction. Some economists may disagree 
with a rather naive purchasing-power theory 
which never recommends wage decreases but 
only wage raises both in depressions and in in- 





flationary periods (for purposes of forestalling a 
relapse). On the other hand, some very per- 
tinent remarks are made on the difficulties of 
cost-of-living adjustments, measuring skill dif- 
ferentials on a comparative basis and on the 
effect of nonadjusted skill differentials in peri- 
ods of rising prices upon the supply of skilled 
labor, problems altogether too familiar to the 
student of our own War Labor Board. 

The last part gives a detailed account of the 
court’s control of registered unions and em- 
ployer associations. The treatment of problems 
of union democracy, of political contributions, 
of union records, especially of the power of the 
court to disallow union rules, of enforcing them 
and of testing the fact whether the majority of 
union members really approve of the attitude of 
their leaders by ordering a secret ballot, will 
recommend itself to the reader. The administra- 
tors of the Taft-Hartley Act will draw some 
comfort but little enlightenment from the ob- 
vious lack of standards in the adjudication of 
jurisdictional and rival union contests. 

Foenander obviously approves of the court’s 
record. Still, the reader would welcome a more 
critical evaluation of its work. How effective is 
the court in maintaining industrial peace? Were 
employers, unions, workers, and consumers sat- 
isfied by its decision? How did these decisions 
affect the price level and employment? How 
does the increase in union membership compare 
with the growth of the labor force? How effec- 
tive is the court in preventing organized opposi- 
tion to awards? How effective a threat is the 
deregistration of labor unions? Is there a tend- 
ency for minimum wages to become maximum? 
Such questions remain unanswered. They prob- 
ably were not within the compass of what the 
author wanted to make the subject of this pains- 
taking and competent study. Let us hope that 
he will turn to such problems in his next book. 


PAUL FISHER 
Dartmouth College 


Industrial Relations in New Zealand. By A. E. C. 
Hare. Wellington: Whitcomb & Tombs, 
Ltd.; London: J. M. Dent & Sons, Ltd., 


1947. Pp. 375. 10s. 6d. 


Some years ago a retired employer in New 
Zealand who had had a successful experience 
with an employee-profit-sharing plan in his own 
company and who firmly believed that this 
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technique afforded the solution to the problems 
of labor relations endowed a research fellowship 
at Victoria University College, Wellington. A 
competent labor economist was to study “socia] 
and industrial relations .... with a view to 
discovering means that will make for harmony 
in those relations.” 

The employer, Mr. H. Valder, should feel 
that his generosity has borne rich fruit. For, al- 
though his panacea for harmonious employee 
relations receives scant recognition and praise 
in the newly published findings of the investiga- 
tion, he has sponsored the definitive study of 
labor conditions and relations in that exciting 
little laboratory of the Antipodes. On the basis 
of a recent eight-month residence there and a 
certain familiarity with previous studies, I am 
prepared to say not only that this book will 
stand in solitary eminence among companion 
studies of New Zealand but also that it will help 
serve as a model for subsequent studies in the 
field elsewhere. 

Among the reasons for the study’s excellence 
and authority are the diligence, competence, 
and honesty of the author, A. E. C. Hare, of 
Manchester, England, and the University of 
London. Another reason is the fact that Mr. 
Hare spent much more than a sabbatical in 
New Zealand. He and his wife lived and worked 
there on this project five years. They know New 
Zealand. 

Following an uncommonly candid introduc- 
tion in which the author acknowledges his lib- 
eral English bias for the welfare of the individ- 
ual, his equally English affection for volun- 
tarism in social relations, and his indebtedness 
to Marshall, Pigou, Maclver, Hobhouse, the 
Webbs, and Hobson, the book is divided into 
three parts: ‘“The General Problem of Industrial 
Unrest,” “Industrial Relations in New Zea- 
land,” and “Recommendations.” There is in 
addition a technical appendix on “The Dis- 
tribution of Personal Income.” 

In Part I the causes of and remedies for in- 
dustrial unrest are discussed in general terms of 
more or less universal application. Here in 
seventy-five pages is one of the best short state- 
ments I have seen anywhere. One might ques- 
tion the desirability of its inclusion in such a 
study if one were not mindful of the fact that 
the book is written mainly for the New Zealand 
audience and of the related fact—odd as it may 
seem to those accustomed to think of New 
Zealand as a country most advanced in social 
relations—that the 1.6 million New Zealanders 








know less about the English and American 
kinds of labor relations than the inhabitants of 
almost any other civilized nation. 

Part II gives a very thorough presentation of 
almost all the forces and conditions that bear 
on labor relations in New Zealand. There are 
chapters on “Industrial Background,” “Wages 
and Hours,” “Factory Conditions,” ““Manage- 
ment of Labour,” “Trade Unions,”’ “Organisa- 
tions of Employers,” “Statutory Wage Fixing 
Authorities,” “Methods of Settling Disputes,” 
“Strikes,” “Methods of Consultation,’ and 
“The Department of Labour.” 

Out of the wealth of material in Part II 
emerges the picture of a small, thinly populated 
country, hilly or mountainous in large degree, 
possessed of only a small quantity of low-grade 
coal among the major industrially important 
minerals; having a relatively large amount of 
land well suited for stock-raising and crops; 
emphasizing water rather than rail transporta- 
tion because of dependence on foreign trade and 
because of the difficult terrain, employing one- 
fourth of its workers in raising and processing 
agricultural products which amount to two- 
thirds of total-value product; its plane of living 
and economic position mainly dependent on the 
world prices of these agricultural products, in 
spite of relatively recent government efforts to 
force a greater measure of industrialization ; con- 
ducting production mainly by private enterprise 
organized in small units; and governed in the 
last ten years by a Labour party that has pro- 
ceeded further toward peaceful socialization 
than its English counterpart. 

Against this background, as is well known, 
we have compulsion in the field of labor rela- 
tions: compulsory membership in unions and 
compulsory settlement of labor disputes. Most 
of this compulsion is of very long standing and 
on the whole is accepted by employers as well as 
employees. Their acceptance is established not 
only by the continued existence of the system 
but also by the lack of serious work stoppages. 
Although there have been a good many strikes 
and no adequate method of penalizing them has 
ever been developed, the great bulk of the stop- 
pages have been minor, spontaneous quickies. 
Big, serious stoppages have been uncommon 
because, in the main, employers and unions have 
come to believe that the Arbitration Court’s 
decisions are both money-saving and fair. 

The author’s treatment of these particular 
matters is unusually thorough and penetrating 
but gives us nothing essentially new, with the 
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possible exception of showing that major wage- 
rate arbitration cases are decided not on the 
basis of a firm’s or industry’s ability to pay the 
dictated wage rate but on the basis of the ability 
of the entire country to pay it, i.e., on the basis 
of its existing and expected foreign-trade posi- 
tion. This makes sense. 

One of the author’s main contributions is his 
analysis of employer-union dealings and intra- 
union democracy. The picture is one to sadden 
the heart of a voluntarist. There is little democ- 
racy within most of the unions. There is little 
interest of workers in their unions. Unions do 
little for their members beyond the setting of 
wage rates and work hours through the govern- 
mental arbitration machinery. There is ex- 
tremely little collective bargaining or union- 
management co-operation, as we know it in 
America and England, at any level—plant or 
industry. Disputes and matters of mutual con- 
cern are just not settled that way as a rule. The 
government and national politics are the fields 
in which struggle and compromise take place. 

The reason why a voluntarist is depressed by 
these conditions is that he believes that democ- 
racy means very little unless it is practiced daily 
and intimately in the workplace. Of what great 
importance to the average man is the holding of 
political elections every one, two, or four years? 
How much does it mean to him to read in a 
newspaper (or, as in New Zealand, hear over 
the radio) the practicing of democracy bv his 
elected representatives many miles away? 

No one is justified in believing that compul- 
sory arbitration is fascism or a step on the road 
to fascism. The Australasian countries yield to 
no country in their practice of political democ- 
racy. But compulsory arbitration does seem to 
stifle industrial democracy. Not only does it 
lead to the results noted above. It also leads to a 
great deal of regulation of free private enterprise 
because, when a government interferes with the 
free private settlement of the terms of employ- 
ment, it obligates itself in the end to regulate the 
forces that determine the terms of employment 
—prices, output, profits. New Zealand does just 
that. There is peacetime price control, ratior‘ns 
of consumption goods, allocation of mater 
through import licensing, and terrific taxation of 
profits. 

All of this, in Mr. Hare’s book and in this re- 
view, sounds worse than it really is with respect 
to New Zealand, for the country is small and the 
firms are typically quite small (both in absolute 
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and in relative sense). That is to say, the ab- 
sence of industrial democracy is not nearly so 
sorely felt there as it would be in a big, highly 
industrialized nation of large enterprises like 
ours. 

There is no space here to do justice to Mr. 
Hare’s forthright, soundly conceived, and well- 
integrated recommendations for introducing 
and restoring an adequate degree of industrial 
democracy. He would (a) have the health and 
safety laws overhauled and properly enforced; 
(6) have management greatly improve its gener- 
al and its labor methods and its employer or- 
ganization; (c) have unions greatly improve 
their own interunion relations (industrial union- 
ism and craft unionism are in conflict in New 
Zealand) and their internal organization for 
democracy; (d) have works councils widely es- 
tablished for union-management co-operation, 
locally, industrially, and nationally; (e) reduce 
compulsion in labor relations by abolishing com- 
pulsory unionism, protecting nonunion workers, 
giving voluntary collective-bargaining contracts 
the force of law (the same status as an award of 
the Arbitration Court), and denying to unions 
and employers the privilege of bringing disputes 
to the court unless they can prove that they 
themselves have genuinely tried to reach a set- 
tlement; and (f) greatly strengthen the present 
lamentably weak and ineffective Department of 
Labour. 

In this book there is a great deal for labor- 
relations students in all countries. It is to be 
hoped that the book will reach the wide au- 
dience it deserves. 

CARROLL R. DAUGHERTY 


Northwestern University 


European Population Transfers, 1939-1945. By 
Joseru B. ScHecuTMAN. New York: Oxford 
University Press, 1946. xi+532. $5.00. 


In this book the author sets himself the huge 
and difficult task of describing the population 
transfers in Europe during the wartime period 
1935-45. For his purposes the author defines a 
“population transfer” as an “‘organized removal 
of an ethnic group from its country of residence, 
and its subsequent resettlement in territories 
under sovereignty of its ethnic homeland, an 
operation generally based on interstate agree- 
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ment.” Actually, many of the wartime transfers 
that he describes were executed by unilateral 
action rather than by “interstate agreement,” 
and the author frequently reaches back to peri- 
ods earlier than 1935 for purposes of historic 
development. 

The book is divided into five parts. Part I 
gives a brief description of Europe’s minorities 
problem during the interwar period and dis- 
cusses the efforts of the League of Nations to 
deal with it. Parts II and III constitute the ma- 
jor portion of the book and are, respectively, 
concerned with the transfer of German minori- 
ties and the German resettlement program. 
Part IV is devoted to transfers of non-German 
minorities and Part VI to generalizations and 
conclusions regarding the potential role of or- 
ganized transfers in solving minority problems. 

As may be inferred from the above, the au- 
thor devotes chief attention to the transfers of 
German minorities. He states that prior to 
World War I the Reich was little concerned 
about the fate of German minorities in other 
countries. That war aroused realization of the 
potential advantages of cultivating the Aus- 
landsdeutschtum, and the Weimar Republic 
worked quietly but persistently toward this end. 
Although these efforts appeared innocuous at 
the time, they helped lay the foundations for 
Hitler’s avowed policies of racialism and Pan- 
Germanism and for his outspoken encourage- 
ment to Irredentist movements in other coun- 
tries. All of this is now familiar history and so 
are the Hitler techniques of stimulating discon- 
tent among German minority groups and then 
using that as a pretext for aggression. Compara- 
tively little is known, however, about the actual 
extent to which population transfers were used 
as devices for implementing Pan-Germanism, 
and it is in this field that Schechtman makes an 
outstanding contribution. 

The author presents his materials by taking 
up each population transfer separately. In doing 
this he generally gives a preliminary discussion 
of the history of the given minority group and 
of the events leading up to the transfer. This 
method of treatment facilitates reference to 
specific movements but entails some repetition. 

To generalize briefly, the transfer of German 
minorities during the 1939-45 period involved 
the movement of some 100,000 from Italian 
South Tyrol mainly to Austrian North Tyrol in 
1939. After this the chief areas of resettlement 





were the German-incorporated provinces of 
Poland where an estimated 500,000 were 
brought from a variety of places. Shortly after 
the joint occupation of Poland by Germany and 
the U.S.S.R. in 1939, the two latter countries 
entered into a series of agreements regarding 
reciprocal transfers of population. Under these 
agreements ethnic Germans were resettled in 
the German-incorporated Polish provinces 
roughly as follows: 128,000 from Russian areas 
of Poland during 1939-40; part of 93,500 from 
Bessarabia and part of 42,400 from Northern 
Bukovina in 1940 (some were resettied in other 
places); 16,200 from Latvia and Estonia; and 
50,000 from Lithuania in 1941. (Through 
treaties with Latvia and Estonia themselves in 
1939, Germany had already transferred about 
48,600 and 12,900 Germans from these respec- 
tive countries to German-incorporated Polish 
provinces. Note also should be made of the sub- 
sequent organized return of most of the group 
from Lithuania.) During her occupation of 
Eastern Poland and Western U.S.S.R., Ger- 
many brought to her Polish provinces persons 
of German stock in the following estimated 
numbers: 145,000 from the Ukraine and Black 
Sea region, 44,600 from Soviet East Wolhynia, 
and 135,000 from Transnistria. The above fig- 
ures add up to more than 500,o0oo—partly for rea- 
sons already indicated and partly from the fact 
that they include some persons of non-German 
stock. The author emphasizes that most figures 
are only estimates in any event. 

Even less precise knowledge is available con- 
cerning population transfers carried out under 
the direction of the U.S.S.R. These movements 
were generally guarded in secrecy, and the au- 
thor had to piece together miscellaneous scraps 
of information gleaned from newspapers (main- 
lv non-Soviet) for the material that he presents. 
He provisionally estimates at 35,000 the num- 
ber of Ukranianians, White Russians, and Rus- 
sians transferred from German-dominated Po- 
land to the Soviet Union in 1940. According to 
him, over 900,000 people of Finnish stock have 
been involved in reciprocal transfers between 
Finland and Karelia since December, 1939. In 
addition, some 65,000 Ingermanlinders were 
transferred from the U.S.S.R. to Finland during 
1943-44, and some 46,000 from Finland to the 
U.S.S.R. Although no crossing of national 
boundary was involved, Russia’s transfer of an 
estimated 400,000 Volga Germans to Siberia 
and Soviet Central Asia is mentioned. The au- 
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thor also describes numerous other organized 
transfers of minor scope. He devotes much at- 
tention to the organizational machinery set up 
by Germany for Polish evacuation and resettle- 
ment. This involves explanation of such matters 
as financial arrangements, transportation, and 
health problems. 

As for general criticism of the book itself, one 
must first pay tribute to the huge amount of 
work done by the author. In the nature of the 
case the reader must take much on faith, but he 
early gets the impression that the author is a 
careful and scholarly person. The book is writ- 
ten in rather lifeless style and the absence of 
sectional headings within the chapters seems 
unfortunate for a book of this size. Curiously, 
there appears to be no reference to Eugene M. 
Kulischer’s The Displacement of Population in 
Europe, published in 1943 by the International 
Labour Office. 

After considering the pros and cons, the au- 
thor leans to the conclusion that population 
transfers may offer an expedient means of re- 
solving minority problems. He apparently does 
not feel that the device should be damned be- 
cause of its past abuses or because many of the 
resettled people in Poland and elsewhere are 
now among the ranks of displaced persons. He 
believes that BeneS “put his finger on the crux 
of the whole problem when he wrote that it was 
not possible ‘to create states which were lin- 
guistically and nationally homogeneous, except 
by extensive transfers of population.’” Few 
will disagree with BeneS’ statement, but it seems 
doubtful that it describes the “crux” of Eu- 
rope’s problem. Above all, Europe needs more 
political and economic integration. With that, 
there would be some hope for the gradual dis- 
solution of cultural and ethnic cleavages. With- 
out it, the many small sovereignties of that con- 
tinent probably would continue to have their 
internal and international troubles even if each 
were ethnically homogeneous. Population trans- 
fers may he!p in specific instances, but it is 
doubtful that they will provide the way out for 
the troubled continent of Europe. 


CLypE V. KIsER 


Milbank Memorial Fund 
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The Structure of Transcontinental Railroad Rates. 
By Stuart DaGGEtt and JoHNn P. CARTER. 
Berkeley, Calif.: University of California 
Press, 1947. Pp. viii+-165. $4.00. 


This excellent little book is the first part of a 
study projected by the authors of the effects of 
the railroad rate structure on the economy of 
California. It is limited to a description of the 
structure of railroad rates between California 
and the rest of the United States, but it is an in- 
dispensable part of the broad task which the 
authors have set for themselves. The student of 
prices will find it fascinating. It is a splendid 
source of illustrative material for the instructor 
in transportation rates. Traffic men should find 
it very useful. Simply by examining the nu- 
merous maps with which the authors illustrate 
the text, the casual reader can derive a consider- 
able knowledge of the transcontinental rate 
structure. 

Because the bulk of all rail traffic moving be- 
tween California and the rest of the United 
States is carried on commodity rates, the greater 
part of the descriptive material relates to rates 
on a limited number of important commodity 
groups. For westbound traffic the rate structures 
applying to dry goods, clothing, wine and other 
beverages, iron and steel articles, automobiles 
and automobile bodies and parts, fertilizers, 
canned goods, and tin articles are described. 
For eastbound traffic the rates on fresh vegeta- 
bles, fresh grapes, citrus fruits, sugar, canned 
goods, dried fruits and vegetables, and wine are 
schematically outlined. Although the authors 
express the probability that some of the rates 
indicated by them may be inaccurate or unrep- 
resentative, this reader was impressed by their 
apparent care and thoroughness exercised in 
selecting the rates described. 

The book’s final chapter is entitled “Sum- 
mary and Conclusions.” The conclusions are, 
however, simply a restatement of familiar in- 
conclusive generalizations concerning the effects 
of railroad rate practices. But this is only the 
first essay in the challenging project to which 
the authors have dedicated themselves. 


EpwWarp S. LYNCH 
Washington, D.C. 
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